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PifFFArF. TO WFTH BTiTTTON 

JN srading the ffith edition' of this bookTa word or 
two of e^plan^^’joji^is nece^ary/ The* previous editions 
found their way into the Ifen^ •of a nuiAber of ioreigtf 
govem|||nts, bankers, |jid,n^(chants, and the has 
td tha^ many correspondfc^jts«ip (jir-off lands for their* 
appreciative Jpy:ers concerning hft treatment of th^^ubject* 
^fforeign exchange. His method of ej^lajiijng tBe 3re-t<rar« 
exchanges has apparently ‘|»mniended itself to. bankas 
* ann^*s^d^ts* who have been dble ta grasp more easily the 
theory and p»ac1ace of e'xdhange as sj^own by nonnal 
exchange movements than th^j^ wonjd Jjave done had* 
calculations beeif given iif the abnormal ^changfe* tha;^' 
have ruled during^jhe past year of so. Jfi the circumstances, 
the author has been constrained to retain the pages dealing* 
;fith pre-war rates. •ConSderable material, ljowew, has 
been added Anceming the post-war exchange, ^tjerations 
in the method of quoting exchanges have been explidned ; 
the new exchanges that have arisen in 'consequence of 
alterations in^he map of Europe are given, and other 
davelopment^ of •importance receive attention. 

W. F. SPALDIjfe 

January, 1923 . 


PREFACE TO FOURTH EDITION 

The continued demantf for thiS'book both here and in 
America has necessitated a furt];j^r edition. This gives 
the author an opportunity^to revise exchange rates, to add 
iresh material, and to bring the various chapters up to date. 
New chapters h^ve been ad^ed on the Scandinarwan 
and Cyprus exchanges, and the|Iatest development iji^the 
British Government's Treasury Bill sales*is recorded. 

^W. F. SPALDING.* 


Aprti. ; 921 .< 



.•PREFACE' TO THIJID’EDITION 

* * < t • * «• 

The months that haf q elapsed shice the Second^tion 

Isixth impression) of *thaj!)c^k was published, haV seen 
fhany al^^ations in the foreign exchaoiges and«n the mon^ 
Inark^s^of thceV/orA. Silver has become a power in the*" 
land; thd issu% bf paper cvfttTiiy is everyw^e|;p 
increase; bank deposits have reached record levelff amd 
^all these and many other factors are influeiv^lhg the foreign 
^chan^es. The opportunity |^s been taken, therefore, 
brSg severat^pterl up to date, an^ to incorporate 
fresh Material bearing on the present potion. 


VThe adverse ^ects upon the foreign exchanges Arising 
from 5ie conlinuous expansion of the Jurrency of the world 
are more^haff ever apparent at the present Arne, and in 
view cff the importance of the subject, the author has 
included in the final chapter the gist of alfeading article 
he contributed to the International Bankiilg Supplement 
of the Statist on J55^h October, 1919. I^or permission tb 
reprdQuce this article and the tables, and the charf which 
accompany it, the aufi|or is indebted to. Mr. A. M. Hay, 
Managing Director of the Statist Company. 

The author also desires to acknowledge the courtesy of 
Messrs. Page & Gv^her, who have again furnished a new 
chart illustrating ftie copjse of n^oney and the discount 
rates in London durfeig the year 1^8. 

V. F. SPALpiNG. 


November, 1919 . 



TP* SECOND 

• -* ^ 

In ^publisjiing a second* ecfiti^n bf " Fordgn Excliange* 

ancT FAspign I should, like to* thank thg f^iax^y 

fnends ^d critics ^who hat-g ixpr^sed satisfaction at 
the timel/app^ance^f the bdbk. Various suggestions 
have been made with a view to making^^he Vork •as 
as possible to rdid^, and where feasihJS llhese 
•havii^^^eij adopted. Fresh material has been incorporated 
in several places in order t5 lleep the chapters up to date. 
For the purposes of reference I Ij^ave al^ added at the end ' 
of Jhe last chaptS: a table^showiag the m^y alteijitionsj^ 
in the rates at which the GovIrnm^nL s Treasury* Bills 
^^'^e b^ln issued up to date. 

iir t:* 

July, 1919? 

PREFACE TO FIRST EDITION 

The object of tips work is to present in a concise and 
simple fprm the theory and practice ofrK?reign Exchange. 
At first sight some apology may appear to be due for atfiing 
to the long list of books on monetai^ science^ but reference 
to table ^of contents will show that special attention 
has been paid to that more practical part of the subject — 
foreign bills. The drawing and negb^iation of foreign 
bills are matters whicj# concer*' not only bahkers, but 
aB commercial men, aiyi, bearing thi^in mind, an endeavour 
has beei 4 made throughout the book •to intersperse the 
practical with the theoretical points. 

To explain the working of foreign exchanges in a simple 
manner is not ea^, and the i^quent dislocation of the 
principal excllhnges during the war has not conduee'S to 
tl^ simplicity of tjie task. The erratic movements in 
rates have, howftvjr, furnished abundant material from 
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ItoFACE 


which to draw the neces|ary^ius^ititions in Support qi ^ 
’tl&ories I ^ve^ried to make plain. 

Exchac^ with the ^ver-using couhtrtbf of the East 
seen^ to be a ^general aoprce of trouble ti pec^le dealing 
fwith ^hoSe centres,* and in Sefe|;ence to many request, I 
have'talcfn the opiJX)rtiinity to int^dS one or twyhajJters 
, on tlfe^Eastem exchanges, which I hope will jserve 'to 
^remove the dij 0 &culties\which appea! to suiroifnd this 
part oi the subject 

, TAf thanks due to th^ rngnagers and agents of the 
various foreign and colonial ^anks in Lonctoif for^Wtfcht 
valuable advice and assistant, ‘ihore pafticglarlj^, perhaps, 
to Mr. R. W. Jeiis, of the Bank of Austfalasia, Mr. E. J. 
•Osbojne, of tHb Natioi^l*Bairf: of Austaalia, Mr. F. S. C. 
*^011^, of tlfr^ts^dard Bank of Soq^h Africa, and* to 
my friend, Mr. E. C. Sonne, of Denmark. ^ 

^ Gqyfrnment Departments have, ^s usual, been ready 
to help jyhef^er possible by facilitating refei|mce to trade 
statistics, and in this respect I am specially indebted to 
the ifight Hon. Sir George H. Reid, P.C., J[C.C., G.C.M.G., 
and Mr. G. H. Knibbs, of Australia, and to His Excellency 
Don Vicente J, Dominguez, of the Argentine Republic^ 

Throughout thi*rbook free use, where necess|ry, has 
been made of the det^s contained in the various articles 
and*teviews I^have cditributed from time to time to the 
Jofirtud of the^ Institute of Bankers, the Bankers* Ma§a$ine 
and the Economic Jourhal, and acknowledgment is hereby 
made of the cou^y of the respective editors for the 
consent to*utilize such material. 


WILLIAM F. SPALDING. 
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FPRErON;- EXCHANGE 

and foreign bills 

chApjer I 

INTRODUCTORY AIJD EXPLANATORY 

• 

The patnway of international exchange js always a thorny 
one^and in the jfSist writefb hav§ been apt to exgbund 
theories on the siibject too abstruse 4o be intelligible to 
that illuii^ve friend of the politicians — tke man in th^ 
stiftet. Techi^cal disiertafions on the exchjnges*1nay, 
and possibly ao, interest bankers, money brok^s and the 
like, but the general studenf who has to commence the 
subject from itp#very alphabet, so to speak, sometimes 
finds himself unable to grasp the intricacies of the problem 
set .before him. flideed, the method^of controlling the 
foreign eicjhanges has been so little understood in ttee 
Islands, that when we see a person^fetting out to tackle' 
the subject, it is difficult to know whether jto pity or to 
env5^ Hhn. 

He is understood to be about to dabble in a branch of 
economics, the principles of which are interesting only to 
painstaking foreigners much-abused university pro- 
fessors, the sort of thing, in fact, iijjmortalized by George 
Eliot in-Jier inimitable description of the Reverend 
Casaubon's heroic, dry-as-<fust researches. 

It need hardly bf said that the dust surrounding tfie 
subject is mor^ apparent than rell, and if the reader will 
boldly cast aside this h 5 T>othetical covering, he will* find 
the ^dy of exchange in relation to monetary affairs to 
be both interesting*a^d fascipating. 
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FOmGN EXCHANGE AND FOREf^N BILLS 


.Why the e'dipation anthocities have" hitherto ftfsaip ^ 
from incli}i!hng this branch pf sciehce in fheir cuniculum 
it is hard to say : possibly it is due* to that msular pr^udi^e 
whi^h regards’ anyfhing off^the beaten track unworthy 
of alytention.W the fabtfTemaik^jthat while we have fceen 
coniLiit'to relegate the !?tudy to the chosen whose 
business it is to direct t the' banking operations of the 
country, large numbers Of Continental studjentS have been 
industriously l^cquiring a thorough theoretical knowledge 
of {her foreign* exchanges, '^j^ith the not unnatural result 
that when practical problems in connexion with i.ntei'^ 
national finance, come to be solved, the Brtish bank clerk 
often finds hipself ousted by the foreigner. 

W’th the object of removing this reproach, the writer 
was cequested by the Educational Adv'ser to the City of 
^London CoUegc to deliver a series of lectures op* the sub- 
ject,' And e^rly in the course it became necessary to expfidn 
to university students the importance of thife exchanges to 
those who contemplated the Adoption of a commercial career. 

“ Why,*’ it was asked, “ is it necessary to acquire a 
Icnowledge of the principles underlying foreign exchange ? *' 
Briefly stated, the reply was, that the trend of recent 
-events amply demonstrated the necessity for, something 
more than a passing acquaintance with the subject. 

A person who has attained a reasonable degree of pro- 
ficiency in the study , of the foreign exchafiges is' abl^ to 
understand clearly why a heavy Continental demand for 
gold adversely affects the price of money on the London 
market : he is in a position to comprehend why the 
breaking off of diplopiatic relations between two nations 
causes wholesale dislocation on the stock markrts of other 
distant countries: without soaring to prophetic heights 
he will be able to forecast the effect of a fall in the price 
of silver in London on the operations of those whose trade 
is with the Far East, and, in addition to grasping the 
significance of these panoramic changes, he will app^^^piate 
the real methods of Kquidatiiig inteitiational indebtedness. 
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• Jhe reader must not concmae irom tn<f loregoing tnat 
it is aa dksy mayb to master the intricacies of r^je subject, 
hut it; is desirable t j ad(f that the seemiijg difficulty of 
un(^rstanc5ng tht t^hnicalijifts bf foreign ejcchange, and ' 
likgwise^ foreign bi^, y»*larg^ the result of a ne^ect 
to stud)^ the business ih a workmanlike and systematic 
manner^ Emphasis#is laid on thiS jJoint, because it has 
come to be ctftsidered* in some circleg that a thorough 
theoretical and practical ^knowledge of tllerexchaijg^s 
obtainable^ from a passing acquaintance with commerce, 
?oupled with a cursory peoisal of a feV haphazard articles 
on this bjancht)f^nionetary science : widespread confusion 
is the result. 

Mpst persons with commercial* training aie perfectly 
entitled to form ^d maintain opinioris concerning 1 :heii 
own trad% and the monetary operations connected there** 
wi5i, but in default t)f continuous study, o> of special 
experience, no man is competent to discoursef upon the 
theory and practice of foreign exchange. * 

Throughout tlRs book, then, the author imagines him- 
self in the positien of the person with no previous know- 
ledge of the subject ; and while every #indeavour is made 
to demoift 4 rate the various divisions step by step iS a^ 
manner capable of being understoodtby the veriest tyfo, 
it is hoped that the arrangement of the wfiSrk will meet 
the*neeas of the more mature students. 

It is the practice of many economic writers to commence 
their treatises with a de^tion of the particula* part of 
the^science with which tlfey propose V) deal, and in defer- 
ence to that useful cusfom, we may conclude this intro- 
ductory chapter with an exgfanation of the term ** foreign 
exchanges.” 

Meaning of j^oreign Exchaliges. 

As a mode of expression the words ” foreign exc — 5 ,,^, 
form4ne of those memingless phrases which have filtered* 
down to us thfougfi ?he dust of anfiquityr To the lay 
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mind the words conv&f nothirij;, and unless you arg % 
diligent raider of themioney article, or'^iave codnections 
witlj the banking world, foreign exchiange might veiny well 
mean thp exchahge 0/ k Lpndon pfg ioT a fchinan^An's 
opiijfa bowl. It is all very w^U ^to, say : “ Oh foreign 
exch^ge is merely the. lAechani&n by .which i\fe money, 
of one country is sold' ifti another, ”Vhen Tom,* Dick' or 
Hpry iSfbut dimly aware of the fact that^money, as such, 
is C5j*er boughlJ'^and sold. ^ 

We may get to the root bf the matter if we go back to 
the old system of barter only,rin this case we barter? not 
goods, but the value of goods, expressed ift mosf cases by 
credit instruntents — monf y substitutes. Consequently, the 
temfe signifies the practice prevailing among merchants in 
diffePent centres of couhtries of regulating their mutual 
(indebtedness vlithout the transfer of metallic nv^ney from 
one country or the other. Tlie trdhble, risj^., and expense 
of sending- actual gold or silver from place to place are 
avoided as far as possible, by making use of a piece of 
paper, which may be in the form of a telegraphic order, or 
a bill of exchange. 

The final operations are carried out by bankers and their 
fort^ign agents, but special note should be takea 6 f the fact 
that it is the translirtions of merchants upon which the 
\Yheels of international finance principally depend for their 
motive power. 

In its simplest (form, foreign exchange embraces all the 

hundred f and one operations connected with the buying 

and selling of the^ substitutes fo/ metallic money, an^.we 

shall arrive at a, better understanding of the subject if we 

treat this money from the ojitset as a comriSbdity, con- 

tplled by the same great laws of supply and demand 

which govern any othe? commodity.* 

'‘Tfie reader is advised to dismiss from Yis mind for the 

moment the fdbt that he is dealing in the monies of foreign 

« 

^ The subject of basher is dedt with liliy in the author’s work 
on The Functiois o* Money. (Sir Isaac I^tman & Sons, Ltd.) 
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countriis* arid initead; to jegayi bills of ‘exchange as 
repr^ei^ing aid^finita commodity—a debt. Jn a word, 
it is (febts which are bought and sAd in foreign^ exchange, 
^nd the price of th^e follows ^ctly the same laws as 
an}^ other article*of combjeite^ 

^acbsoQ, in his of Ba^kii^g, compares then^with 
com, ai^d although he was.not^ propounding the* theory 
of the foreign exchahges, yet his ^uialogy is so remarkably 
applicable to ftie case we have before i#s, that nd apology 
is needed for quoting his wordj — 

► ” If Thoftey is scarce,'* hfe sayj, and wheat very 

abundafit, the price of ‘wheat must M: if money is 
very abundant the price of wheat wjll rise. The price 
of debts obeys the same rtiles.* Jf money becomel#very* 
scarce, the pric^ of debts mi&t fall. . . If Specie 
becomes abundant, the price of debts wiil rise. . . The 
price 01 debts, theunmus# follow*the same ^eat kpivs of 
nature that'the price of wheat does." ^ 

• 

That, in a nutshell, is the basis of the business of foreign 
jxchange, which? as we shall see, principally consists in 
:he purchase and sgJe of foreign debts in the guise of bills 
)f exchange. 

' Theory \nd Practice of Banking, Bool^ II, page 278. 
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THE BASIS bF BbREIGN fecHANGE f 

When a^banker discount^ a bill te a client he buys wkat 
is, in effect, a debt owing, or to becoipe due, to that clie^it / 
the operation may dbrreptl}^ be described as a,tr«msfer of 
in(lebtedaess, but should be bdhie in nAnd that there 
js no* ground ^of the popular statement that the act of the"" 
banker *is to lend money to Ifis customer. 

Buying and Selling of Debts. 

, Frgm our standpoint t.he banker really Duys a oennite, 
marketable commodity^ and if the reader has literally 
inteilpreted the simple Hefinition of rfionetary exchange 
adduced in the*'precedijng chapter, he will realm that ^he 
commoditi«j bought and soli in ‘‘foreign ^ exchange are 
nothing more nor less than international debts. Much 
confusion has been engendered by regarding these debts 
as being transferred from one to the otlftr, not sold, and 
in the process people quite lose sight o^ the fact that each 
transfer or exchange is in itself an actual sale of a tangible 
article of commerce. It will tend to simplicity^ therefore, 
if we regard foreign Exchange as the buying and selling of 
dpbts betweeV countries. ^ ^ 

In its most elementary form this buying and selling of 
foreign indebtedness is usually represented as being 
carried wit by one piece of paper transferred between four 
principals, thus : A and B are two persons residing in ,9ne 
locality different from the domicMe of C and D : A in 
London, we will say, sells goo^ls to C in Antwdip, while D 
ii^ Antwerp sells produce to B in London. To satisfy the 
four dealers engaged inj these two transactions, obviously 
tfi’erp must be a sale and purchase of two ^bts, or, to put 
it in another wiy, one payment in Antwerp will be exchanged 
^or one payment in London, and the manner in whieh the 
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indebte<Vess 4s*caBcelled^is ^ost ridiculoufi in its sim- 
plify. London creditor A has a claim for Be^an fraribs 
and cehts on C,«while D hjis a simifar claim on J3 for the 
sterling equivalent. If it is assumed that each transaction 
is e^al in value, ’then A’jviM^Ui^'s deT)t to him to B: 
B,4)eing*uftder the no^essity of r^iying*funds to Antwerp, 
buys this claim oh ^ in ordgr to send it to D, who will, 
finally clsdm the cash from C. •Ii^tliis* manner four p|u:ties 
are satisfied, aJh^, to sfhte the case stiil iqore explicitly, 
^Antwerp’s claim on London and LoncH/rfs claiirf#on. 
Antwerp are both settled thfough the instrufnentality of 
a bill of exchange, which A i^assume'd to have drawn on 
C ; and the trouble, risk and expense of sending actual 
coin or bullion fronj place to 4 )lact are avoided. 

INhe exchange could thus be s»1:isf|ctorily disposf of, 
there would be little difficulty* in comprehending* the 
operation^ which take pla^e; bub, unfortunately, ^Jheref 
are other poiiSts to consider. In our examplb we have 
assumed that A drew a bill on.C, and that aftei* travelling 
round its allotted sphere this piece of paper found a resting 
place in D’s porffolio until the date of payment. Then 
► again, we have tal^n it for granted that the two debts 
were of equal value. In actual pracffce, however, such 
conditions •rarely prevail. What really happens is, tfiat. 
A will draw a bill on C, D will also dftiw on B^ and as eaCh 
parjy will require to be paid for his produce^^n the money 
of his own country, the exchange i^ effected through the 
medium of a banker. Finally, it is the banker who wiU 
adjust any balance which 3nay ari^e owing to the*different 
an(b varying proportion of the value di the currency of 
one country in the other. 

If, then, as in this hypothetical case of two debts arising 
from the transactions between |our traders, the total 
claims of any two Countries are neither in a state of 
equality nor faB due for payment at the same time,«it is 
appai^nt that this is ^e point at which the real exchange 
probflfii arises, sinc^^wing to the l%ck of coincidence in* 



8 


FOKEIGN* EXCHANGE AND FORIE^GN BILLS 


the total debts of* the two nations theifecwill*^ {remain a 
b^ance to^be liquidated. 

Basis of International Indebtedness. 

* * t * t [ 

The basisr of this ipterjfartiqnal indebtedness is foreign 
trade, and although the 'question naturally resoh^es itself 
into a'consideration of the apaount qf exports and impqrtss 
it is not necessary in lips book to enter into ^n ^extended 
discussion on international comriierce. will suffice if 
brief yeferenw^^s made to the pedicular imports and export^ 
whichTiave'a direct bearing bn the subject undf^r review. ^ 

The payments for imports and exports are undoub'cedly 
among the most important with which .tfie writer on ex- 
change has to d$al in pxan]ining international indebted- 
ness^ but there are oUier items of national expenditure 
which have an intimate connection with the exchanges, 
and^pf these we shall ctake dqe cognizance whcCi studjjing 
the exact joints at which they afffct the ^•arious rates. 

Each trading nation has ,at times remittances to receive 
or to make in respect of its entire balance, and the princi- 
ples involved in the discharge of this mthual indebtedness 
in no way differ from those seen in thq settlement of debts ^ 
between two individuals. The operation is sudilar, 
whether it be an isolated transaction betweeil a London 
nierchant and one on«the other side of the world, or whether 
i#: be the tra*:fer of a huge sum exacted frqm a c^nqqered 
foe as a war indemnity. In each case the ultimate settle- 
ment is made in the actual currency of the creditor country, 
but the vate at which the exchs^nge is effected is governed 
by the relative sftitf- of indebtedness between the natwns 
concerned at the tim6'the transfer is made. That exports 
pay for imports is undoubtedly true, and il is equally 
oertain that the excess^ of the one over the other always 
creates a claim which iijfluences the rate at which the final 
payment is calculated ; but, having got ftius far, we are 
face to face \nth the fact that there is no sure standard 
^by which we can determine on w^ch side the bSlance 
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betwe^ anjr fwowcouatrieslies, or, as Adan> Smith shows J 
'i9hich of them, export (o the greater valSe. 

If It were possible fey a country to find out by how much 
its exports exceed^ its imports,^ it would be a compara- 
tively easy matter* to shov^the gxact 4um* the, importing 
vounti^r t)wed on ^ance, and when the money cJjne to 
l^e senf out from Qe centr^ al wliich the debits exceeded 
the CTxjdits, the exchange ceulB be* calculated with some 
degree of accuracy, ^nce the course, of the exports ^andf 
imports between two c(juntries is consid*eied to regulate 
the courie exchange bet^e/i the two places. However, 
this couise of exports and Jimports* cannot be accurately 
gauged* Fof one thing, we cannot always set off goods 
against goods ; gometime^ imports dr exports (jf coiq- 
nfedities are paid for in kind ^‘at other times they are* 
exchajiged for services, or vice %ersa^ Italy, for ejffample, 
i» exch*ige for the gold brought .into thSt country by the 
tourist may t)e said fo give him the opportunity to*nsk his 
life in climbing the Alps, qr France may permit him to 
view her invaluable art treasures at the Louvre in •return 
for the cash h^has imported into Paris. There is a direct 
import and ex{>ogt in each case, but no trace of either will 
hi found in the trade returns of the various countries. 

Then,* again, in making remittances for shipiUents, 
merchants do not always send billsfftn the creditor country, 
bpt n^e u^ of other forms of remittances! For instajice, 
they will pay a debt owing in FraJice by means of bills on 
Switzerland ; or one due in Italy by a bill on Paris. All 
these operations tend t^ obscure the real rate of indebted- 
■ess between the countries concerned* and serve to show 
that the foreign exchanges in pratticejdo not always con- 
form to fhe principles wljich in theory they are expected 
to. Consequently, although the relative indebtedness or 
balance of trade t)etween two countries, does exercise a 
potent infludhee over the exchanges, it is entirely fnis- 
lea^ng to consider ^the excess of export^ over imports, as 
shdWn in trade statistics, as the one and only factor to.be 
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taken into account. The components ^wKidk cdij^titute 
the*final baljpice^are muck more coipplex, and to these f/e 
shall make further reference wheij examining the variations 
in th^ exchanges. For the present must concern' our- 
selves with the way ‘in ^ylucjft th^ money bf one country is 
exchanged into that of aifother countjy for th^ purpose 
of setlbng this final balance. , ‘ " 

The liquidation of the indebtedness arising frqm^ioreign 
tra^e is, afi far as n^rchants are coitcemed, Carried out by 
njean^ pf bills</of exchange, and^ in carrying through the 
operatiohs, eath party avails \iimself of the services of a , 
banker, who is the connecting hnk between tha various 
interests. The banker in fact may be seg‘arded as the 
wholesale dealer, Ckrrying thq stock of. demand drafts, 
bills 2od cable payment^} which form the intematiorfal 
currenfcy on the principal 'financial centres of the world ; 
axd, ignoring for the moment thf question of confpetitioo, 
supply and demand, etc., the prices at which he buys or 
sells his wai'es in the severjJ currencies, are settled by 
certaiil well-defined rules, which we are now in a position 
to investigate. 
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INTERnItIONA^ ArRENCY^ 'ME P^ OP EXCHANTJE 
^pD THE MINT PAR* OF, EXCHANGE, Vipfe • 
SPECIALVrEHERENCBI to AUSTRALIA - / 

As we taye invested the baftker with the mantle of the 

t * # 

wholesale dealer, let u? examine the st^ck of intematiopal 
' currency he is supposed 4o.be carrying f^r^he bepejt of 
^those wisjung to deal in fortigp exchange. • * 

The first essential in any form of international currency 
is that itishalfb® convertible into the money of the country 
to which we wish Jo send it^at the willbf tlie holdei« 

•• 

Forms of Reifiittance. 


•The iffetrument above ..all others encfowed with this 
quality is thft bill of exchange, under which ^enenc term 
are included demand drafts, cheques, and bills t)f exchange 
payable at so many days after sight or date. * 

Now consideiing that bills of exchange are of compara- 
tively modern Arigin, it is surprising how few people know 
wliat a^bill of exchange really is. lills of exchange, as 
we know*them to-day, appear first to have been usefl by 
the Florentines in the twelfth ceiftury; they were also 
u^ by the Venetians in the thirteenth ce^lury, and frpm 
the Venetians they drifted to othef parts of the Continent 
and to England. In the first instanoe bills of exchange 
were pieces of paper obtaining a record of one person’s 
indebtedness to another. They ivefe used merely to 
transfer trade debts from one pkfce t© another and by 
that means avoid sending gold or silver ; in that respect 
they are akin to the bills in uje to-day. However,, as 
will be seen in thS course of tljs book, bills of exchange 
have now de^loped into a sort of international cusreScy,. 
an4 although we stil] regard them as evidence of indebted- 
ness, there is no ^qubt that most geople look upon them 
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mainly as instruments of jpredit; and sucL th^y are in 
‘ nearly all c^ses, 

Of legal definitions Hhere ar§ many, according to the 
lights of the people in the country( in which ^the hill is 
^ drawn, bit we may tal^? tlji; de|inition laid down ih our 
Billsh'of Exchange ‘Act of 1882, Seotiw^S (1)— 

" A hill of exchange is an unconditional order in writing,^ 
addressed by one petson^to another, signed by^thfe person 
giving it < (the drawer), requiring the person to whom it is 
§ddi;^s§ed (bw^vn as the 'draviee'), to pay on demand* 
or at a 'fixed or determinabje iuture time a sumccertain in 
money to or to the order of^a specified person (called the 
‘ payee ’), or to the bearer/' 

0 In this form, a oill of exchange is eun ideal instrument 
for bansferring or settling international indebtedness, 
but suppose there are no bills available for sending abroad, 
what ^is the would-be buyer tq do ? It is necftssary for 
him to looknround for some other form of remittance, and 
one wonders in what way his demand will be met. 

The indebtedness can be cancelled equally well by pur- 
chasing another species of debt in the shape of coupons, 
bonds and the like. For example, if it jsMesired to make 
a remittance to PaKs, in the absence of bills of exchange, 
cou{)ons of the French Rentes can be dispatched tb France ; 
or, should it be necesWy to pay a creditor in New York, 
any of the stacdard securities which are due for psym^nt 
may be sent. Warralits and coupons of the Canadian 
Pacific Railway, o: of the New York Central Railway 
stocks, although not so much iu evidence as the bill of 
exchange, are constantly being dispatched across the 
Atlantic in liquidation bf indebtedness. 

In making special mention of this mode of remittance, 
it pi^y be thought that the author is going dead against 
the theories advanced by ^he leading ecbnomists, who have 
hit'heito regarded the purchase and sale of coupons and 
other international securities as arbijrage business, pure 
and simple. This is not the case. If bear in mind that 
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Aj iiisfiximents bought and%old*in foreign exchange we, 
foreigo debts, itds pllin that coupons comeVithin that 
categpry, and although *f of various reasons it is tonsidered 
to Je moA simple wid pref^able to^ purchase a bill of 
e 3 ^change„yet if billj we^iot ttvsdlable^ the remittee can ■ 
pay his <debt qui^ lis by sending coupons pciyable in 
thi crecjtor country^* It is tfqe that,^ a rule, commercial 
men do not re^wt largely to this form of finance, bul? there 
*is no doubt that bankers frequently m^e^*use of coupdns 
for the ^urgose of transf^ng the acfhsj balgficl of 
Indebtedness. It is witWn the writer's knowledge, in 
fact, thaf lange remittances* of coupon^ of the internal 
Japanese loans are periodically sent fipm J.ondon to the 
Ea^t, and the forefgn banks*are quite as ready to purchase 
these coupons as 4hey are to encash bills of exchange. 

The fa^t remains, therefore, that coupans of the well- 
known foreigp stock® and shares are really a foim of 
international currency, and there is no reason, to mystify 
the student by referring to tKe buying and selling of .these 
claims to a ponion of the money of another country as 
unfathomable arbitrage operations. While it is no doubt 
th® case that the bankers do most^ of the professional 
business^gf remitting funds from one country to anoyier, 
yet it is within the power of any p^son who is under the 
obligation to send a sum of money abroad, himself to remit 
hf firJ^-class* coupons of the foreign country if he **80 
desire. 

Having made this digression, we may return to a con- 
sideration of the rules which are said tq enable us to calcu- 
late to a nicety the value in one country of the debts 
payable others. 

In primeval days the ‘'question of barter must have 
caused much heajt-buming among our ancestors. To 
settle, for instance, the number'^of pigs to be exchanged 
for a cow, was a problem well designed to bring chit the 
quafities of a higgler until some definite standard of 
exchange could bf decide uponf The^ inclination fo 
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iliggle over every exchange is irresistible even at the present 
-day, and nbwhere is fhis trait more prominent® than in 
settling the terms for the transfer of indebtedness.. The 
maid problem,* hewever; in foreign exs:h?^nge, is* to a gfeat 
extent simplified l^y thi filing bf a basis upon ,wjiich tjie 
metallip ‘xnoney of one "coifiitry caii btf^c^nverted into that 
ef another. 

r 

Mint Far o{ Escchange. 

® Tni^Jaasis, of 'exchange bet, ween two systems of coinage 
is known as the Mint Par of Exchange, and may be besf 
described as the^rate at which the standaid coin of one 
countity is cpnveftible into that of another country 
"accoKung to the terme^'of {heir respective Mint la^vs. 
This power of exchi.nge^oan be establisiied only between 
two countries v’hose legal currency unit is of^^the same 
metal^r the relationship thus ekpresoed mu^ be between 
the standai^d coins of two gold-using countries, or between 
the silver coins of two silver-hsing countries. Between two 
countries having legal tender coins of a^ different metal, 
say of gold in one country and silver in tfie other, there is 
no par of exchangf, and the reason fhat a comparison 
canfot be made is, that the exchange between^gold and 
silver cannot be defia’tely fixed. The gold price of silver, 
as we shall see when we come to discuss the Eastern 
exchanges, vanes from, day to day, according to marlfet 
conditions and other fluctuating elements. 

In contradistinction to the Mipt Par of Exchange, we 
may briefly refer t^ whaf is knov^ as the Ideal or Hyp^o- 
thetical Par. The designation seems to have been handed 
■down by writers on Political Economy, who wei’e wont to 
use the term to describe the state of affairs which was 
supposed to exist when the opposing claims of two trading 
countries exactly balanced. Exchange, i1^ was argued, 
will b^' at par when the total payments to be made to and 
from any two countries within a specified time, exactly 
balance each ot|ier. As we have seent however, the many 
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jnd vaiied fictors«whi(Si.haMp toJ)e taken, into account in 
mftisuriug a ceuptry’s foreign trade, make k impossible ' 
to say with any approach to accura(fy, when the exports 
and impoi|s betweep two countries do, exactly balance: 
coiilequently, it is not pos^lJ^ t# state at ’whit precise] 
nibmen!^ fiie oppo3j|%*plaims, ,beuig' equivalent,^ c^ be 
•set off ^e one against the •thej. *. • ^ 

In polnhof fjct, fhe Hypotlietical t^ar is of no practical . 
significance, and the only reason for mentioning *it her^ is . 
to show that people who are. not well verseV fh the sul^ecln 
itend to confuse it with Mint t’ar . Both indicate a state of 
equality, but ^le ope is gihatiy different from the other. 

The Mint Par 6f Exchange, although it*is only a nominal 
par of exchange, (ioes enable us*to get at tlie exact ^atey 
for**the interchaiige of currency^^y ^ving us a dffinite 
point from which to calculate the price qf debts payable 
on^demaiM or at son^ detenninaWe future time. «• 

The Mint ?ar being adduced from the metSlic content 
of the respective coins as laid down* by the coinage^ laws 
of the various countries, we are thus in a position to show 
how the relationship is established between any two of 
them whose standard is the same. Between any two such 
countries exchange would be at par,Vhen, by payiqg a 
certain amount of the metallic monej^ or its equivalent ia 
one country, one could purchase the rfght to receive an equal 
anvunWof th^same metal in the other coiMry, but it does 
not follow that this ideal state will often, if ever, prevail. 
Australian £xchang;e. 

The exchange betweafl England anj Australia is the 
much quoted example #01 this state*of equality, and the 
apology,. ii^any be needed, for referring to it here, is that 
an erroneous impression is Created by writers who give the 
Australian exchange as a standard example of the transfer 
of indebtedness at equal rates, practice, however, tie 
Mint Par is one thing, the buying and celling of^hese 
foreign debts another: the former is a fixed metallic basis 
on which to cajculatjthe ratps for the exchange, the latter 
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is the actual operation, and if seems more correct reg^d 
the Australfan exchai^e as a simple iUustratioR pf the 
fact that the Mint Par is purely nominal. 

Cambists get oat of the /^fficulty ‘by^statin^ there is 
no exchange on Lo;idon^” \hit wte must cany the^discussion 
a liti^ farther by exomilning the p<5sition in regard to 
Australia. 

Th6* Australian Mints are branches of the, British Royal 
Mint^ and in l^otn countries the bullion content of the, 

sovereign i& 123*27447 grams troy of gold, eleven- 
twelfths fine, that is elevfen-twelfths pure gold and pne^ 
twelfth alloy, an^, strictly speaking, the pan of exchange is 
£1 = ^1, or £j[00 =r £100. Theoretically, this pat is fixed 
'so Ichig as the Mint laws of tile two collntries remain Jthe 
samej but in practice we have to take cognizance of other 
factors, the principal of which is the ratio between exports 
and imports. 

From de;tails courteously supplied by Mr. G. H. Knibbs, 
the Commonwealth statistician, we find that prior to the 
year 1891 the balance of Australia’s trade was, with few 
exceptions, on the side of imports— she had more to pay 
than to receive ; but from 1891 down to 1912, the reverse 
wap the case, and Australia had more to receive than to 
«p 2 ^, for the balance ef trade was consistently in her favour. 
The trade rekims for *1912, however, indicated a marked 
dScline in the ratio of exports to imports', and in 1913 
Australia again imported more than she exported. 

There are no special features ^bout the trade statistics 
for the earlier years which particularly concern us : the 
excess of imports wa^ due, partly to the introduction of 
the capital derived from the issue of Government loans, 
partly from capital sent out* to Australia for financing 
private undertakings. *The excess pf exports for the 
twenty years, 1891-19t2, arose from tlw interest and 
profits on the earlier investments, repa 5 ment of loans to 
foreign bond-holders, and also from® payments for ffeight 
on cargo carried chic^fiy by v^sels fr^ Great Britain. 
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^ In expfananon oi iner aiieratioik m me oaiance of trade ^ 
frofti an excess df exports — which had prevailed for twenty 
years past— to an excels of imports in 1913, instructive 
tables werf preparefl by the Qovernnjent statistician. 
The^ are too long to reprodtfte<»he»e, but there is*no peed . 
to* stud^ katistics to* understand the^ma/ter. 

It is in Australians borrowings we have to lodk fo«* 
the reasor? for^^ a Secline in the ratio of exports to 
Jmports. To make this clearer, let the rfiader imagine hens 
faced with the disagreeable necessity of raisfng a leaf! of* 
^JlO^rom a nfoney-lender ; when the. latter pays the £10 
it is in effect ^n import to Uie reader's income. §ubse- 
quent interest payments will show very^lfttle effect on his 
outgoings if paid rtgularly ; tit is^^hen the loan is Repaid* 
to <he money-leqi^er that wha^^we* might term pne's 
exports are affected. By a similar process pf reasoning we 
arr^e at ?lie explanation Austfalia’s adverse balance.* 
The various sfates have borrowed heavily on flie London 
market during recent years, and each* year the total pro- 
ceeds of the loan^ as paid, go to swell the import returns ; 
but, as Mr. Knibbs pointed out, as no immediate payment 
beypnd the instalments of interest has to be made in return, 
the export figures are affected in a very minor degrge: 
it is when Ihe principal of the debt copies to be repaid that, 
the export figures will show a marked increase. 

Tlhe fact that Australia constantly^ expoTO large quantf- 
ties of gold, has led many people into the error of supposing 
that such exports are entirely due to a*n adverse balance 
of trade. The gold shipalfents, however, ^are more* attribut- 
abfe to the gold production of the Sountry than to any 
liquidation ^ of indebtedness, and* althSugh Australia’s 
being a gold-producing couiftry is of considerable interest, 
we cannot dismiss the question of her exchange with Gre^t 
Britain so simgly: it is governed by many factors, «f 
which gold production is only one and by* no mean? the 
most •important. Rates fluctuate considerably, according 
to circumstances miiftg at t^e time, mnd exchange is not 
t— (xsas) 
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always at paf. The paynfents whicli Aiistrali£ has^ to 
make on account of the intetest on her heavy debt tp Great 
Britain may not be very visible in her export statistics, 
but they frequently cause, 4vhat we may call tlSe balance 
of exchange ” to beco^ie .Adverse., ^ ^ 

Th^; our trade wfth 'AustraKa is' i^ot so constant as 
""with other countries With , Which we, have intimate ti^de 
relarion^, and as a result we find Xhe Aust^ralian exchange 
to bp governed hy seasonal influences, of which the principal, 
are the wool and ‘grain exports. The wool season com- 
mences in October and lasts un^il February ; grain exports 
also continue for about the^ame period, aad aiising from 
this activity pin the export trade, there will be a heavy 
infl^ of money into»Lonaon, represented by bills of 
exchange. In this" case i:he Australianabanks here have a 
^plethora of firnds, and the person who wish/^s to remit 
mon^ to Sydney or Melbourne, either by means of drafts 
or cable transfers, may have to pay a small premium to 
the ^Australian bank in London, through the intermediary . 
of which the operation is carried out. ** 

It may be rather different when theT-e is a scarcity of 
funds in either Australia or London, and the buyer or seller 
wiil be charged a rate corresponding to tfit existing 
’ circumstances. \ 

These facts are made clearer by reference to the 
Australian exchangei quotations, which are quoted at 
bu5dng and selliijg prices per £100. The list the writer 
has before him, for example, gives the buying rate for ^ 
demand drafts, *Loiidon on Atfetralia at 97 J, and ^the 
selling rate at par, ^that is, £100. On the other side, 
Australia on London quotes £100 for buying demand, but 
sflls at a premium of IJ, or, in other words, charges 
£101i for a demand bifl for £100; and while London sells 
feb^e transfers on Australia at par, AusV'alia sells cable 
transfers on London at £101 J per £100. Similar differ- 
.ences may always be observed by any person who ‘'takes 
the trouble t0f;consu1t the lists of rates givai by the banks. 
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• 

• ^sjfaf as Diiis are concemea, tne rate oi interest for the . 
time tjie* purchasers are out of theif money also have 
to be taken into account. * * 

^art fAm theige influences* the geographical situation 
is a factor.which has to be bomh. in* mind : rates /or remit- * 
tances te New Zealand ^r to Sbuth Australia nl&y^ differ 
*frohi those charged Rnd paid* foi^sifnilar transfers to othft* ' 
parts of tile 4^straliaii Contineflt. 

• Finally, we must bear in mind that tlje ^peratiops *in 
bills of exchange are mainlji in the hhndl of the.tanks,* 
And •the question whether a draSt can* be procured at par, 
depends to a kr^e extent nolf only on thpir local financial 
position at the time, but whether profitable pperatiops are 
immediately available for the enj)loyment of the y^uid*, 
funds they receiver in exchange for thd drafts issued.* 

Since th| fourth edition of this work weift to press ther^ 
occurred an piterestmg e:Jample of the flucjuatidhs in 
Australian exchange. Owing tolhe fajling off iii.Australian 
I exports and the post-war incre^e in imports into Australia, 
Australian balanses in London had run down almost to 
vanishing point.* In these circumstances the exchange 

• charged on the purchase of demand ^afts in Australia, 
drawn on*tondon, was 37s. 6d. per cent. In other wolds, 
it cost an Australian £101 17s. 6(^to pay £100 to his* 
London creditor, for the banks w'ere not wi]]jjigto embarrass 
theft: London offices by depleting stiil further their funds. 
Demand drafts, drawn from London on.Australia were at 
par, that is to say, it cost.a London remitter £10^ to send 
th^ same amount to his t:reditor m 4^s^alia ; the banks 
required money in London, so offej:*5d tempting terms to 
obtain it.* • 

The statement that a sum of money can be cabled frop 
London to Australia* or vice versa\ at par, should also not 
be accepted without qualification. 

In buying and selling bills of exchange, other people are 
obliged to work through the intermediary of the banks, 
but in regard to* •telegraphic transfers^* the bankers 
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themselves are in an anomalous positioh. Xiiey Ifas^ thesr 
operations 6n rates fb<;fid in consultktionowith one another, 
and are often under-sold by parties outside the pale of 
their charmed circle. A ^merchant^ for ex^ple, who 
desires to remit £JO,OO0 hf cable to Australia, may find it 
convenient to get into totich witii others havingo funds at 
•iheir disposal there^ and»a§"the reshlt of bargaining will 
get tiie transfer made at" a lower i^te thaik^^an be given by 
the bank, wluclj has always to minister to the requirement^ 
of fts'GUstonjiei^, whether it <;^h find a “ set-off " or not. 

From a consideration of these facts it mu^c be fairly 
obvious that equality of exchange between, Australia and 
London is tt\§ exception rather than the rule ; fne margin 
of Ijfofit always exacted by the peVson supplying, the 
transfer, convincingly' disproves the <popular statement 
^that there is of4en no difference between buying^ and selling 
rateS'in Ajistralasian exchangb. r> ^ * 

Now let us examine this fixed basis of exchange as 
established between Great Britain and other countries, » 
which, while they conform to the gold standard, yet have 
a currency system different from our o\^. 

England and il^rance. 

a We may take tt{^ comparison between England and 
France as a commencement, and our equation will be based 
on the coinage laws cf the two countries. 

Reference to the English Coinage Act of 1870 will show 
that a §overeign is ordained \o weigh 123' 21 Ail grains 
troy, or 7*98805^ gramtnes of ‘gold, eleven-twelfths fine. 
The French Mint Laj\;s enact that one kilogramme (1,000 
grammes) of gold, nine-tenths fine (or, 900 pasts fine gold, 
100 parts alloy), shall be coined into 3,100 francs. There 
is really no golden frand in France ; IJie legal tender unit is 
the silver franc, which derives its gold ba^is from the Mint 
Laws, while 3*100 francs is a simple way of expressing the 
equivalent of 155 twenty-franc gold 'pieces^ (or Napo!ieons). 

» 155 X 20 .■ 3,100* 

% 
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• * 

cnam iime,. 

Given these particular^ we caif get at th^ equation 
between the respective currencies by a simple application 
of (ihain Rule, a ftielhod of f e^oijing <mth which all stu- 
dents o£ exchange siioiuld make themselves acquainted. 
•It is rather beyo»d Vie scop^e of tlus work to explfun t^ 
principles pf Chain •Rule, but? if^ma^ be well to s^ out* 
clearly the process to h% employed in oiir first e}iample^ 

• Chain Rule consists of a series of equatlpne arraqge^ ii^ 
Jwo coluqjns^ each equatioif ej:pressing the ‘sequence or 
relationship between the*two quantities. Starting from 
the first ^quafioB, ‘which is a statement* of the question, 
we express a definite relatioi^ between that and the second,. 
the*€econd and the third, the thirctand the fourth, aiid so 
on. There need ife no difficulty in mastering the Rule if 
th^studenA will remember |o commence each equation in 
terms of the preceding* quantity, and to conclude the*Chain 
in terms of the answer required ; thus, if yoif begin the 
equation with francs on the left-hand side, the ‘final 
quantity on the rtght-hand side must also be francs. The 
last point to beat ip mind is, that quantities on the right- 
han^ side^ form the numerator, and th^se on the left-hand 
side, the •denominator ; the product of the numerStor 
divided by the product of the denominator will then give’ 
the^ required pnswer. mm.* ^ 

We may now apply the Rule to Ihow the Mint Par of 
Exchange between Great Britain and France, and this is 
how the sum appears — 

Hfew many francs ? 

If tte wight of • = 7-9880S«rammes Standard gold 

If btandardjiold 12 grammes = 11 grammes fine gold 
If fine gold 900 grammes 3.100 francs 


1 X 7-98805 X 11 X 3,100 

— — • 

1 12 X 900 


= 2|.22152 francs. 


Therefore £l = Francs 25*22152, which fs the rate at 
which the currency ^qf the one country is convertible into 
that of the otfier, and, theofeticallv. is ta]^n to indicate 
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that in accordance wittf the^’existing Mint^Laws of Gi^jaft 
Britain and France, Francs 25'22lS corftain pur6 gold of 
the same weight and fineness ‘’as that contained in one 
sovereigij. This,* pf coiirsf,, is only assumpt?on, a^ no 
accqfint is taken of loss of weigl^ ^iue to wear pr otl^r 
cp^s/Uht so long as the currency of each country is based 
gold, and no alteratfonrtakes place the Coinage Laws, 
it must be taken ^s the fixed Mint^Par Eifchange. 

^nd Germany^ ^ 

The German standard of fineness for gold is the same a& 
the French, nairjely, nine-teiiths fine ^dity, or 900 parts 
fine gpld to IQO parts alloy or copper. Their Coinage Act of 
' 1873'fOrdains that the Germaii Mint pound of gold shall be 
coined into 69i twAity-raark pieces, and, as we know the 
JEnglish basis oft’eckoning, we can set the probleip out in the 
follo^’ng v^jay : How many mafKs equal one sovereign, when 
one German Mint pound of pure gold (i.e. 500 grammes) 
is coined into 69| twenty-mark pieces, nine-tenths fine ? 
Marks ? s= 

If the weight of £1 » 7-98805 gramnies Standard gold 

If Standard gold 12 grammes — 11 ^ammep fite gold 
If fine gold 500 grampes *= 1,395 marks (69i x 20) 

1 x 7-98805 x 11 x 1,395 

,, = Marks 20-42^ 

‘ 1 X f? X 500 

Ifence the Min.^ Par of Exchange between Great Britain 
and Germany is £1 = Marks 20-429, or, to put it another 
way, 20-429 is the number of Gold Marks containing 
exactly the same amount of gc$d as is contained in one 
British sovereign: <. 

I » 

England and the United States. 

,To complete the trio, the method of finding the Mint 
Par with the United States of America is given. 

*’Hpre again the arithmetic is a question* of the Coinage 
Laws of the two countries. The currpcy imit in the United 
States is the Dollar. The golden eagle == $10, is enacted 
to weigh 258, grains of gold, nine-tenths fine = 232-2 
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(258,X^®tj) Ss ag^nst*our aoveBeign, containing 123*274 
grains oi gold, •eleven-twelfths fine, which gives — 

DoUars? ' = * • 

If the weigjit of « == 123‘274 grains Standard gold 

If Standara gold IJ^gi^ns = U grains find gold 
If fine gold 232*2 grains — * 1ft doMars * 

‘•lx 123*271 \n X ICt 

- 232 . 2 ,- “ 

tonsequeitfly, the Mint Par in Ihis Case is £1 = $^86^,' 
or, as many people ptefer to call it,# 49 Ad. ^ $1 (i.e. 


= 49 Ad.) 

^•8665 • * ' 

The Mint Pars (^f Exclftinge betwe*en Great Britain and 
all othei* countrfes on the gold standard can be similarly 


calculated, and tlie followigg list will be tfeeful to Jhos^ 
whfi wish to see a^ a glance whictJnaljons have a Mifit Par 
with this country. ^ 

*The mTnt Pars ofJExciViNge bbStween Great Brij^in • 
AND Those Countries whose Currency is Basod on Gold. 


Great Britain r Standard weight of goW sovereign is 123*2744 
and grains, or ^98805 grammes, eleven-twelfths 

Australia . fine 

of exchange between England and Australia 
^^1 = ;^1, subject to the limitations laid down 
inHhis chapter. 

{ 155 twenty-franc gold pidles weigh 1 kilogramme : 
out of 1 kilogramme, 900 fine, 3,100 fran« are 
to be coined. , 

Mint Par — London-Pam: £1 *= Francs 25*22f52. 
^ , rXhe Mark is the standard 4 Ki’t*: Mint pound is 

Germany . . -j equal to 500 graimmes, and is coined ihto 

1,395 marks, 900 fine. 


Mint Par — London-Berlin :• ;^1 = Marks 20*429, 
say, Marks 20*43. , 

fThe stafldard unit* is the ^old Dollar, weighing 
-j 25*8*grains; so tfat the Eagle, equal to 
L 10 dollars, weighs»i58 grains of gold, 900 fine. 
Mint Par — London-New York : =» $ 4*8665. 

I The gold coin is the 10 Florin piece, which 
weighs 6*720 grammes, 900 fine. Mint pou«d is 
cl^ual to 500 granimesfine ; the relation between 
the British and Dutch weights of the preeijsus 
metals is, therefore, simil^ to the delation 
bq^ween British and Frencn. 3]^ per mille is 
charged by the Dutch Mint for coinage. 

Mint — Lon^on-Ams^^rdam ^ £l « FI. 12*107. 


United States 
of America 


The 
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Austria 


Belgium > 


Denmark ^ 
•Sweden 
Norts.%y 


rUnit of t;aluef'is the Krote *• ito hdAer^^ Oi>e 
. , . kilogramme of gold is coined f nto Kronen 3,C80, 

L 900 «ne. 

^ Mint Par — London-Vienna ; £l = Kr. 24*02. 

pionetary* system is similar to Prince. There- 
. . -j fore, /he JaiLt Par (Loncfon-Brussels) is fo all 

L intents and purposes JJie same as London- Pap.s, 

/These ftoee countries, fdrmjng the Scandinavian 
’ * J UnioF, ^ave^a uniforln gold coinage^, Uni'i: o{ 

’ j va!ueis thcfKrone(croi'im),and 1 kilogramme of 
\ pne golh is coined «into 2,4S0Mcrowns, 900 fine. 


^ Mint Par with London is : = Kroner 18* 15982* 

These are'-the principal Mint Pars with fireat Britain, 
but in practice it wiil be found .that France, Gemany* the 
United States of America^ and Auki;ia,‘' receive most 
attention on account of their active gold markets. 


' Gf. Chapter XXIf* in regard to the position of Scandinavian 
exchange. ^ 

C/-, Chapter XX TV foe detail^ regarding currenCv of cAher 
Europchn countries. 



rtlAPTER ly 

* • 

THE MINT |>AR AND £OLD OR SPECIE POINTS IN THEORY 
• AND IN Pri^CT^pE ' 

• • 

As the Insult of they)r<ft)lems eluctdated in the •p^e'^rtoiis 
chapter, •the mundsyie businq^ •in* foreign exchange h& 
perhaps been dfvested of half itS terrors, and tjie pains- 
taking enquirer begins to perceive the re|S(jps for egtal)- 
lishing a definite comparisdn betweeif the aurrenfies of 
ftiose countries which adheje to fhe same metallic standard. 

In point of •fact, 'the amodht of meta^of the standard 
unit of one country contained in that of another country 
is academic interest onlyf sinca the greater numljjlr of* 
the operations in foreign exchange are Carried out by means 
of J)ills of^ exchange, and the actual traifsfer of coin o|; 
bullion scarcely concerns the average man. ^The •fixing 
of the Mint Par, however, is necessary gis a basis upon which 
the latter can calculate the worth of the bill of exchange 
he has to buy or«ell, as the case may be. If a debt equi- 
valent to ;fl00 has to be paid by a merchant in England 
to ap creditor in France, the parties to tfie transaction must 
have an Agreed rate at which the exchange is effecied, 
and the Mint Par will be the stj^ing-point for their 
calculation. Nowadays it also affords a^sekl point from 
whfch to calculate the depreciation or appreciation in tBe 
various monetary units. 

Let us trace an operation step by step. ^ 

Suppose Messrs. Petef* Robinson ^ £o., London, owe 
Pierre Rocher, of Lyoifs, £100, fcjj; silk purchased. The 
silk merchant does not want payment in English pounds, 
shillings or pence, as our currency will be practically useless 
to him in Lyons ; he requires a r^ittance to be in francs 
and centimes, ^he recognized medium of exchange in Ms 
native town. How, then, will the debt bft settled ?* 

Peter Robinson, in consultation with his banker or other 
financial lumiithry, m5i 1 find out that According to the legal 

• • 9 > 
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enactments laid down by the two *couritries, £‘l iri Englaild 
is worth francs 25*2215 in France ; he caA, therefore, t)uy 
a bill of tehange for francs 2522*15 (25*2215 x 100), and 
send it to his creditor atJLyons in settlement o^ the debt. 

Thesd facts, b^dly^staeteSi, indicate what happens, in 
theory / in practice, the businesf'^dogs not work ,out qmte 
f D simply. For oqe fhing^ ‘in sayifig that the , sum was 
trarbferred from London to Lyon^, we have assumed that 
the amount oHndebtedness between two countries is ajt 
" jihr” — ^tliaf is, .equal. In cither words, the one nation 
has to receive the icjentical amount which if has to pay to 
the other, and, consequently,' the total indebtedness is 
cancelled by that simple expedient, a set-off ; iii the same 
manner, in }act, as two opposing claims are sometimes 
satined in an inland* town. Needless; to say, this ideal 
parity, or poin^ of equilibrium, in foreign exchange rarely 
existo^, Rates will be' governed by a variety*' of circum- 
stances, and in general, the price at which debts can be 
bought and sold will be largely influenced by the supply , 
of, and demand for, bills of excha^nge, through the 
intermediary of which the transfers are usually effected. 

There is another point to bear in mind. It mu?t be 
evident that the British debtor is under the ob/igation to 
send a bill of exchajige for a sufficient sum to outturn the 
exact amount of the'^debt which he owes to his creditor, 
neither more nbf less*; and it matters not whether his bill 
is payable at sight or at some fixed or determinable future 
time, the piece of paper must give the foreign creditor a 
claim to that an^punt of the cUtvency of his own country 
which will quite clear off the debt on the day it is received. 

As illustrating the case where the opposiijg .claims of 
two countries are not in this ^tate of equality, let us take 
ah operation between i^ew York aqd London. 'We will 
suppose in this instance that an Americap dealer owes a 
mer(ihant in the City of London £3,000. At the par- 
ticular time the money becomes dute, exports from VJreat 
Britain to the Unitefcl States Jargely ^ceed Great Britain's 
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/^ericaS imports, consequentfy oif this side of the Atlantic 
we shajl tiave more money to receive than t(f pay ; in a 
word, New York is under tBe obligation to remit ti London, 
andjthere ^11 be piofe buyers^f*bills of* exchange on* the 
N^w market than there® arfi severs. Now, if the 
reader has remei^bw e3* the clbsing words of ^1^ Arst 
chapter, 4ie will knoy that hd js dekliug in *' debts.'"' Tlfe 
bills of exchange sold on the New York market, dra^ on 
^England, are debts owing by some one iij England ; ttie 
selling of them in the United States by tlie holders is,fhe!rel 5 f 
i convenient way of coUectin^ tho amount from the 
creditor. *Veiy weK, then, if, bwing to thg cause indicated, 
these debts are scarce, it is obvious that Jhey must be 
subj^ect to the same rules as thos?<governing commodities 
they will rise in ^rice. The excBange between the two 
coqptries jg, therefore, no longer at par,iand the debtor 
who is under ^he painful iftecessity* of putting his crtditor 
in funds, will, failing his being able to put off tfie evil day 
until a more propitious seasoh, have to pay more for the 
claim to a few o4 the British sovereigns, which alone can 
satisfy the person in London. 

When this state of affairs obtains, ^le American is sup- 
posed tol^ve arrived at the point at which he will ha\ie to 
send to the creditor a certain quantij^ of gold to cancel the 
indebte^ess. But, to avoid the 4:roubles and 

aniieties attendant upon gold shipments, there is sfill 
another way open to him. We, imagining for the moment 
that we are all bankers, iwill manufacture a bill for him. 

TJims calls for explanatibn. 

• 

Bank Pqper. 

If the bills for sale on tlie New York market have been 
purchased by the fortunate few wjio were early in the field, 
the reader, not unnaturally, wonders whence emanates the 
supgly for the late comers. Here again? the conditions 
are closely akin to dhose ruling in the produce markets. 
In the ordimiry commercial or iJlanufapturing centres 
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increased demand alwSys Vesults in ' increased ^suppjieft, 
prices and other thingfs being equ^. So it is wifhihe bill 
markets ; when the bills on offer have been exhausted, 
there will gerieraHy be ffon^d a number of tankers^ and 
exchange dealers ready toT " manij4cture a bill to order 
— at a price be it notfed/ 

^ In order to maker sdch* operations f) 0 ssible, thO banters 
arraifge to have funds available in the h?,nds of foreign 
hSu^es or cofre?pondents, and when it suits their purpose;, 
‘‘they will be* prepared to draw on the correspondent, that 
is, they will draw a ''bill of exchange, either on demand or 
at so many daysi date or sight, according tcf’ the' exigencies 
of the case. , As the banker has deposited the necessary 
‘ fund{5 at some previous. date with his correspondent, these 
bills may be said tO represent the whole, or part of that 
correspondent's debt to the banker drawing tj^e bill, ,and 
for the purpose of remittance"thest bills a~e as good as 
any other bills, the supply of which, as we have seen, was 
insufficient to meet the demand. They are better, in fact, 
than the ordinary trade bills. In the latter case, what the 
market calls the “ personal equation "r enters into the 
matter, that is, we* take into consideration the greater or 
less-* confidence which may be placed in the si^ature of 
the drawer. The lo^er price paid for the commercial 
bill involves what is in reality an allowance or compensation 
for this extra risk, however small, the buyer takes. 

The merits and demerits of the two classes of paper will 
be seen w^hen we come to discuss the " course of exchange," 
but having takenmofe of the difference, we may proceed 
to examine the manner in which "tenrod, the New York 
debtor, finally liquidates his debt with Jones, the London 
creditor. 

As we saw, the Mint 1^^, New York —London, is J4‘866 
£1^ but as the demand for remittances <to London has 
exceeded the stipply of bills, the exchange between the 
United States of America and Great Britain will be above 
this parity : it^ is favourable to this country, unfavourable 
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tj Ameoca, mnd instead of j^ettjng his bill for £3,000, 
whlth*is Jhe cuirency be must send to Jones, ^t the Mint * 
parity, Tenrod will be obliged to paf the higher j;^te which 
the banker exacts for manufacturing him a bill of exchapge, 
The*price he will ^ay for this*J)L:^er's l)ill will J)e com- 
m'hnsura!te*with the den^d for/* Bank* Paper," the term 
used to Sescribe this\class o( remitj:ance, and the greater 
the demLid the higher will ):>€ the cofet. If the exc^nge 
be fixed by thfi banker *at $4.88 to £1, <the draft*wili cost 
^14, 640*00, which will be#$42.00/more thimthe price o^ 
% bill at ih9 Mint parity. •Iq short, Penrfid h^s paid 
$14,640*0Q for the right k) ^ave pafd to him, or to his 
creditor Jones* the sum of £3,000 in London, and it is 
apparent that we do not vajy tbe price by lidding io the^ 
amount of the bill for £3,000, but^pfure the differente by 
varying the rate at which the American currency is 
coi^erted %ito sterling. 

Limit of Price of Bills. 

• 

It is at this stage the rules governing the purchase* and 
sale of commodifies diverge from those which govern the 
dealings in debt?. • In ordinary trade, the production of 
goods wiy continue as long as there is*a demand for them, 
and the pfice will tend to rise in proportion to the e:ftess 
of the demand over the supply : g^ces will rise until a 
poyit i» reached when, through excesiii;*^ production or 
other cause, the demand is satisffed; then the reverse 
action will take place. • 

The operations in billjlof exchange are confined within 
nflich narrower limits,,and to appteci^te the extent of 
these limits it will be well to FtSfer to the reasons for 
sending bills of exchange .in settlement of international 
indebtedness. 

In inland transaAions, we usef for convenience and in 
order to econoAize gold, cheques, which are bills of exchange 
payable on demand; similar considerations influence the 
using of bills of e:((^ange in foreig% commerce, only the 
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saving of time, trouble, ri^K and expense is v^xy.muoh 
greater. If the debtjpr can procdre a bill of ei^hange; 
neither hfe nor the creditor wilf wish to be bothered about 
getting the coin converted ^om the ckrrgncy of ^ne country 
into thait of the other/mdre especially so, when hy remjt- 
ting bill, both are relieved frcCn the^ anxiety Tvhich the 
flipping of gold coyi 6r .billon always entails. ^ 

The point at which the augmentation jn the price of 
commodities vdll^stop is, to some extent, problematical, 
'but it, is no,t ^o with the prjjce'of bills of exchange. The 
debtor will buy them only so long as their cofet does ndt 
exceed the cost of shipping gold, and the cpoiht at which 
it is just as cheap to send the metal to his cre'ditor, will 
‘ in normal times mark limit of the jlremium on the^ bills 
of exchange. If tbj sellers of bills ask«a price above this 
^oint, the New York merchant will send gold rather than 
pay vhe enhanced premium. *- ♦ 

As far as New York is concerned, the charges for shipping 
gold to London, in normal times, may be reckoned as *024 
cents, and if we add these charges to the^Mint Par we shall 
get the outgoing gold point from New X^rk. 

t ** 

4 The Mint Par is ^*866 

Add — Freight, insurance, commission, etc., 
at 5 ^er inille v *024 

* 


The |4*8§0 we m^y assume to be Hie limit beyond which ^e 
American debtor will^not go in buying bills of exchange 
on London. 

In the case of the supply ‘of bills on the New York 
mhrket exceeding the ddmand, the opposite state of affairs 
will prevail : the price lor the paper falls ^ftway until the 
limit" is reached at which the holders of the bills, the 
American creditors in this case, will 'rather withdraw*^ gold 
from London than sill bills ^t a low^f discount. To find 
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^ • • 

this^pfiinf, we deduct the shi^t)in^ charges from the Mint 
Par, 8 pet mille. • 

Mint Pali . 14-866 

Less Shipping Charges *639 

. • _ _ 


Gold Points*. 

* • i * 

From these calculations we^gather tlRit at J4.89.to *£!,• 
^Id will h% sent from New Yorft to London in preference 
to sending*bill8 of exchange, Aid that at^t4*827 to £1, it 
will be mA:e profitable for the New York creditor to draw 
gold from London ftian to sdl bif]^ in sterling. ' 

These rates are what are known^<}old Points, cy:, as 
some people prefer to call them. Specie Points, and, in^ 
order to imprysi then* upcRi the reader's mind, w®^ay 
repeat, that the outgoing specie point of a country is the 
rate at which gold leaves, and the incoming point is.the 
rate at which the«gold enters a country. 

As the result our investigation, three facts are now 
prominently before *us. First, we see^that the principal, 
if not thc^pnly reason, for our using bills of exchange in 
international commerce is to save ^e expense, risk and* 
trouble incidental to the dispatchiifg of^olci Secondly, 
whdh the merchant or other debtof has "arrived at thfe 
parting of the ways, and is forced to choose between paying 
a price for the bills of e^gchange higher than the cost of 
seijjiing gold to his crediffJrs, he said tft adopt the latter 
alternative. Thirdly, when the sell^ of bills of exchange 
finds the price offered for his paper to be lower than the 
expense of importing gold, lie will elect to take the gold 
from the debtor country. We thift get two gold or specie 
points betweer^ two countries, tlie import specie point 
being found by deducting the shipping charges from the 
Mint*Par, and the Sxport specie point by adding the 
shipping expenses to ‘the Mint Par. ^ 
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In practice the solitary ooDtor.'or even ooay oi ofoiois, 
is little concerned with these specie points, and although 
for the s&ke of simplicity we have assumed gold shipments 
to be carried out, by debtors, yet in i/eality it is; the bankers 
who ultimately carry tfifough the "^transactions. The 
bapker serves as the^connectinguii^ between bpyers and 
Siellefs of exchange, and Jfi the same' way acts as the neces- 
sary intermediary for buying and selling gold : but this 
does not affect the theory one whit, since the banker 
' merely tak^ ilponJ;iimself as it were, the load of debts from 
one particular cent^^e, ailfi forthwith proceeds io liquidate 
them in the manner most profitable to hiipself. We will, 
therefore, transfer our attention to the banker and endea- 
*• voizsT' to trace the steps by which he arrives at ^ the 
disagreeable necess%- of shipping gold.^, 

We saw that in seUing paper to his client, the banker 
"drawg the drafts onf funds which he had previously 
deposited with his foreign correspondent : but it may 
hapjien, in view of the profitable exchange, that the banker 
has sold bills which in the aggregate far^exceed the sum at 
his disposal with the correspondent, or, as not infrequently 
occurs, he has made arrangements with the latter to accept, 
or^.,pay his drawings up to a certain specified, limit. In 
, either case the banker will be obliged to cover his drawings, 
that is, he njust see ti*at the correspondent is put in funds 
to meet the bill? in good time. In many cases this will be 
done by the banker’s sending bills which he, in his turn, 
has purchased ffom various sellers on his own market. 
In New V'ork, he may have bought bills drawn on London 
during the interval between the departure of one mail 
and another, and perfeaps, on the very mail d^y the banker 
expects to remit the bills io London for encashment, a 
ciient is forced to buy u draft from him. The banker will 
sell this draft, usually it a fair profit, and|t is not unusual 
for the customer to send it to London in settlement of some 
debt or other by the same steamer \;hich carries the* batch 
of bills previously purchased by the banker. The British 
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•arre^poftdent vdllTn dtie coitse collect the bills sent him , 
for^encashment! and \Wth the proceeds he is !h a position 
to meet the bill, sold at th% last moment by the New York 
banker, which bill^w^ may suppose is for* an’ amount e^ual 
to 8ie tol;^ of the other draffe remitted to hiid by the . 
American. The profit Iki such *an operation is apparent. 
Tn*any aase, the oaimer endeg.vnufe to cover his sies 
purchasing* other bills pn the cheapest market, buf he 
^annot always work the exchange in such a convenittit 
manner as that we have jlis^ described. %[ tjie bggftlcer i^ 
ftnable tol^uy bills direct on London .to cover his sales of 
drafts, he* will resort to purohases of bills on a third, or 
even foufth couiftry. These bills he wilt dispatch to his 
acgredited correspAident in «aclf pentre, witt instructions* 
to remit the procends to the credit BHhis account wiyi the 
banker or other correspondent in London*upon whom he 
ha*drawn%^bills winch comprised his sales in Nev»¥ork? 
In course of time he finds he has burnt all Eis bridges, 
exchange will go against him on the other markets, and in 
default of cover ^t reasonable rates, as a last resource he 
will be obliged |o ship gold and sell it on the London 
• maijcet at the pricfi fixed by law. ^ 

It is afep the banker who is ultimately responsible^for 
the gol4 snipment which is drawn frpm a debtor countrjfc 
when the import specie point is reached in the creditor ’ 
coifntry? Th^retically, the ordinasy seller will not dis- 
pose of his bill, but will prefer to send it direct to the 
creditor for payment, an^ so draw gold from the country 
the exchange is against. ••In practice, hcjjvever, t!ie selling 
\nil still go on as in the^onverse case* and it is the bankers 
who will, arrange the gold shipments ; they themselves 
will be the buyers of the bills from the holders at or about 
specie point, and wjjl subsequent^ send the bills overdo 
the country \yjth the unfavourable exchange. • 

The object of the bankers* remitting these bills the 
debtbr country is obf iously to recoup themselves for their 
outlay on the«purc!hfise of gold, whith must still be sent 
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,to cancel the indebtedness d>etw6en ISfo centres, but 
should be nbted that the bankers' ''actign In taking thiesc 
•mplus bills off the market, while not stopping tfie gold 
shipments, does s^^e to prevent the Exchange's falling far 
, below g61d point. " ‘ 

Rn^y, in each case, ttiat of HSle'gold coming^^^into the 
cigintiy, and that in whigh it goes out, the ultimj^te effect 
is the same as is seen ia the importation and exportation 
o^^any other comniodity : the relative balance of indebted- 
iiess'betweeji' the two countrieis will soon be turned, an^ 
when once the equilibrium is restored, ^t^suoing trade 
conditions to be normal, th« ordinary buying and selling 
of paper will recommence. - 

We see, therefore, that in ordinary' circumstances, the 
exchange student ise«i\fL directly concerned with the actual 
shipping of gold, which is a business in the hands of special- 
*ists, but it has been n^essary <to enlarge pn the subject in 
order that a correct understanding be reached in regard 
to the gold points, the tru® significance of which we are 
now in a position to appreciate. 

In discussing the Mint Par, we ascertained that there 
were a number of countries the interchange of whose 
cu^ency could be calculated on a fixed basis laid down by 
ttheir own laws, and in view of the foregoing explanation, 
it is now qqite easy to realize that the gold points are 
those rates of e^tcnange which will be produced by bmring 
gold in one country, and selling it in one or other of those 
countries with which we have a Mint Par. The rate at 
which these countries will exchange the gold into their 
own legal tender is definitely stated, and we have only 'to 
add or deduct the cost of shipping the. gold in or.der to see 
which exchange is for us and *which against us. 

^In order to make this book as practical as possible, we 
will now glance at the table of Gold Points, which is pub- 
lished weddy in the Economist^ and see for ourselves how 
they are actually worked out. The following table is 
taken from the issue of 30th Januaipy, 1915. 
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Gold 


0' 


^rrencn — 

•Francs 25-52J — 4 per mille lor us. 

„ 25-2215 — pic. 

25-12J • — 4 per mille again|f us. 
fittman — • * # • * • 

Marks 20-52 — 5 per mille lor us. 

•„ 20-429 t-i^ar. . , 

•„ 20-^ V-d per mille .against us. 

• United States of Amrica — *^9 ’ . 

Dollgra 4-89 • — 5 per mil^ for us. 

„ #4-8665 — *Par. • 

„ 4-827 — 8 j)er mille against 

For the moment, we may *issume tHht the toumnes in 
<](liestion allow their State JBanks, or those acting in that 
capacity, tb pay out gold for 8xport as and when desired, 
and as we know that the gold j>oints are ihe rat^ of 
exchange produced by buyiSg go4d in one country land 
selling it in anotlEir, we can soon see how the bsfhker 
works out his rates. 

Let us ta5e 4h^case^f Ffance. The first ngw^es in me 
table, Fes. 25*32J — 4 per mille for us, lyiean that exchange 
> is in our favour, and gold should commence to leave the 
French shores for J-ondon. 


The fixed Mint Plr between London and Paris is Fes. 25-2215 
^ Add 4 per mille lor freight, packing, qjc. . *1000 

Fes. 25-321! 

- - 

i.e. Fes. 25-3215, which is the rate at which it •will pay the 
banleer t(f take*gold from the Bank ef France, ship it to 
London, and receive from the Bank of England in exchange 
British currency based on the Mint Par Fes. 25-2^5 
With Germany we wftf take 2 ls jn example the last 
figures in the table, nanftly, Mks. ^*33 — ^5 mille against 
us, which inclicate that the exchange is unfavourable to 
England, that is, we have more to pay than to receivg 
from Germany. , * 

The fixed Mint^ar with Berlin is . Marks 20-429 = £1. 
Deduct 5 per mille for freight, • • 

poking, etc. . -100 


20-329 
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This will be,the outgoing sj^cie pfint frqp Lon'Soa, jnfl 
it will consequently fay the ^banker ^to turn ‘Bank of 
England notes into gold at the Bank^of England, ship the 
gold to iGrennany?iand^s6Hni to the tSerman tfeichsbgnk. 

far as the United States o^ America are«CQncemod, 
ws seG tiat it costs 5 per mille to sen^ gold from New York 
to London, but that whdh the exchange is agdnSt us,*our 
ejcpenses for shipment are 8 per •mille. The extra 3 per 
.milje^re dedi^pted from the Mint Par to make up for the 
interest the^Britislf exporter*of gold loses oi\the shipment, 
which is easily acdounted fon In New Yoric, when *a 
consignment of gold is sent out, the American shipper can 
at pace recoup himself Jpy selling his f)ill on London, but 
with shipments fro^Jiondon to New York the banker is 
unaSle to do this, since bills in sufficient quantity drawn on 
‘America cannot be obtained on the Lon^n majjcet; 
consequently, we have to wait fof the *>etarn remittance 
from America before we are in funds again, hence the 
extra charge of 3 per mille for loss of interest. * 

Our real difficulty in regard to these specie points is, 
that they do not in practice confonn^tt the limits which, 
in theory, are assigned to them : between each centre we!* 
often find the rates varying, according to tfie distance 
from London. Unff^e the Mint Par, which is invariable 
fis long as the^-'oinage laws of Great Britain and other 
gold standard countries remain the same, the specie p^bints 
are affected by variations in the cost of freight, insurance, 
packing, and commission, aqi in many cases interest 
has to be takbn into account.^ Then, as was evi(J,ent 
during the Great War; shipping risk and other circumstances 
affect the gold movements. , ^ 

* Apart from these factors, the manner in which the points 
will diverge from the fixed limits un practice will often 
depend upon the peculiar advantages within reach of each 
shipper. One consignor, for instipce, may have ^special 
facilities for packjjig, another ma^^ ]}e offered concessions 
by the Minftauthorities in* the receiving*countiy, while a 
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third, shipper, beiftg able to seifd the gold forward in^ 
lai|er jqvantitils .thaif the rest, gets a redilttion in the 
freight, and all or any these concessions Materially 
reduce the ultimate rate. Wljpn shipping coins, •too, 
thitij mu^t also oe considered® the alfowance which will , 
have toV^e made foL^llI gold pieces worn and iHidenfuU 
•weight. . • 1 ‘ ^ 

The reader ^will therefore perceive that it is diMcult 
Jo fix these specie points with absolute precision, and 
although they are theofttically correct,* rVent , events 
have demens!rated all too clearly th^t we must not take 
them as defiiytely established. 

We do^ot, however, need war conditions to prove that 
the, limit points ar^ only approximately correct ; refe^nce * 
to the money article of the daily *!wwspapers, or tp the 
weekly figures given in such papers as th% Economist, will 
indicate tlllft^wjjlile in»Great Britain generall 3 %mllow 
gold to leave our shores without let or hindrance, other 
nations act in a much more guarfled way. We jnay 
therefore concludf this chapter with a brief summary of 
the actual condiyons, as far as they are ascertainable, it 
► beii^ understood tlfat the position of t^e foreign exchanges 
during thc^war is reserved for discussion at a later st^ge. 

England a Free Gold Markaf. 

In thef first place, for some time after^he war broke oi!t 
m 1914, there was still a free gold market in England. 
Before the war the Bank, of England's efforts to retain or 
obtain gold were practit&lly coirfined t^ influencing the 
market by variations in the rate of discount, and, occasion- 
ally, to out-jjidding other dealers for the bar gold which 
arrived week by week from South Africa and other centres. 

It is not over-stating^the case to saj^ that our arrangemeifts 
very often app^ed to be in favour of the foreigner, since, 
when exchange rates were against us we lorely failed to 
send 'gold out of thfe country to settle the balance of 
indebtedness again^*us; bjit whei^ rate^ were in our 
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, favour, great reluctancef wat sho^n by other cftit];es t® 
part with thfc metal in^ settlement of their Indebttdness! 

The e34>ort gold point New York-London, is $4.89 
=* and as th^e are |}r|ctically i$o restrictions on the 
free expdrt of gold) themttai will, as a* general^ rule, fend 
to leave the United States shortly ^tej that limit i^reached. 
There* was a marked exaingte of thJb in the period, April* 
to J^ne, 1914. The offieial trade ^statistics^ of •the United 
States s£owed that during the month of April importj 
•exceeded exporfs bf' some $j^ 0 , 600,000 (£2,000,000, ticing 
$5 = £1), and as other forms of remittance were (nsufi&cieirt 
to satisfy America’s foreign creditors, Nj^w York was 
obliged to export gold in settlement of 'ner indfebtedness. 

* Of j “turning to France^' we find the dutgoing gold pojnt, 
Pari^-London to befPlS. 25*3215 = £1, but when exchange 
reaches that point, or lower, gold leaves France only when 
it suifir- the Bank of Frhnce to«let i^ go. cannof be 
procured from the State Bank by simply presenting notes; 
silver is also legal tender in 'France, and that metal can be 
paid out if it be deemed expedient. Gol(J, prior to the war, 
could be picked up in smaU lots from outride sources, such 
as from the railway^, the tourist agencies, etc., but whjpn it 
is f, case of fulfilling large contracts, the exporters are 
dependent upon the ^hims of the Bank of France : if the 
Bank is satisfied with^its reserves, the gold may be forth- 
coming ; if demandsi.are at all heavy, and the fexpoFters 
press for gold, a premium is charged, which naturally 
causes a divergence in the specif point : when for political 
or other reason^ the authoriti^ feel it incumbent u^on 
them to maintain th«r supply, hdwever, the gold will not 
be issued at all. Even before the war it waf no unusual 
thing for the exchange to be ih favour of London for days 
wfthout gold reaching khis country. , 

For the week ending ^rd January, 1914, french exchange 
stood at Fes. 425*30 = 3 per mille for us, 10th January 
Fes. 25*26} = If per mille for us, knd on 17th Jatiuary 
Fes. 25*25} H pd? mille fgr us. kfi such circumstances 
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dn§ would not^have ei^cteS gofd to leave this country, 
since F^25*12| marks the point at jvhich gold is^said to go 
from London to Paris, but on 12th January £100,000 was 
actjj^ly taJken frpjnihe Bai^,o^Engl^ and shipped to 
Erance., . \ * 

The German aythoritles used*to^dopt even a*s^o?iger 
’policy uf regard to i^e ReicK^ank’s gold reserves. Eiibr 
to the war,*thQir attitu(k was very rigid; what it;will be in 
^he future remains to be seen. It has alv^^j been sugu’ed 
that Gennan^'s arrangements closelj^ conformed .to ‘the 
British in*so far as gold was attracted by raising the rate 
of discouift, Uit when it canle to parting with the metal, 
many obstacles were placed in the way of ejjcportei;^, and 
it is^not too much to say thJt gold could rarely be sqfured 
from Berlin when •exchange was agaiffit that city. • 
IJeference to the Economist weekly tabl^ will show thaj 
each week^fiflpi Jaftuarjf to Au^st, 1914, /ateS* were 
favourable to London. Take a few q;;camples — 

On 3rd January, the rate, Berlin-London, was M. 29-51 f 
= 4} per mille f»r us. 


On January lOt^ • . . M. 20*50 = 3| per mille for us. 

M « 17th . . 20-50i=?3| 

% 24th . . 20-48J = 3j‘'V „* 

From February to April the rate^va^ed between J to If 
pef milie in fivour of London, and*from May onwardsllt 
went steadily against Berlin, but needless to say, there 
was no question of gold coming to London, and^although 
tjje outgoing specie poidt, London-Qerlki, was never once 
reached in the period ndmed, yet a^ood deal of gold found 
its way to Berlin from our shores. Even when rates were 
actually against Berlin gofd left England. On 28th ^d 
29th July, 1914, the quotation was^m. 53-55 pf. and 20 m. 
55-70 pf . respectively : in sovereigns alone £^7,000^ were 
taken from the Bank of England " for fhe Continent ” 
on tlie dates named, *and as gold coijj was also withdrawn 
for other Eufopeaq centres on the sanjji days for the 
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. destination stated^ ther^ is §o doubt tile portion tlescribed 
as ** for the*Continen^" went to Germany. 

The Reichsbank always gaVfe liberal facilities to gold 
importers. For instance^ yedit wastof Jen given in Berlin 
• for gold* that had onl}^ reached Hamburg, whi(;h meant^a 
gaifi iji interest to the iiifporter. ^'Aen^the German bank 
agf^ts in London were gwqp'severalYays' credit io enable 
them to^ pay a higher price for bar gold Jthah would be 
pbssjble if the exchange rates were strictly followed. ^ 

* It ikby worlJing ^n these artificial levels that Continental 
nations protect or increase their gold reserves, ^ the caSte 
may be ; as a result we are Constantly puz^ed to discover 
what^ constitutes the real specie points^, and dntil some 
’ per^lpn is clever enough t6 def ise a remidy, all we can do is 
to t2^e the averag^^ approximately certain and leave it 
;at that. •• 

A^fegajds England,* the po^ltion#in tl^>jga^{y war years 
is rather difficult to follow or to define. There was no 
actual prohibition on gold exports ; the real trouble lay * 
in the marine risk. No one was keen tp carry gold, and 
it could not be insured except at proliibbive rates. How- 
ever, by the end pf 1916, imports gold were found * 
possible, but the metal was sold under contjsct to the 
‘Bank of England. Jn July, 1919, an arrangement was 
concluded between tl5j Bank of England and the Union 
Government of Soutli Africa, by which niembefe of«the 
Transvaal Chamber of Mines were able to ship their gold 
under C9nsignment to the Banjc of England. Later, in 
1920, the Bank of,Englarid had atAhority from the Treasury 
to issue licences for thg^re-export (ff gold at any time within 
five weeks from date of its arrival in England. « The export 
of gold from England is now ‘governed by the provisions 
01 the Gold and Silver (Export Control, Etc.) Act, 1920. 



CHifiTER , 

0 * 

FOREIGN EKC&ANGE'.QUftTATIOrf^, AND ItHE 
COl«l||^ OF EXCHANGE ” 

’iN-this Chapter we pwpose to explain a part — a verysm^l 
part— of thfe matter %[ealt with b^that redoubtable pefson, 
Jhe City Editor. ^ * * 

In previous editions of* this work ye a det'ailedf 
descriptioR dl ruling rates of exch^ge, and as many 
corresponientj report thJt ^ey have found the rates 
extraordiftarily useful, not only for comparative purposes, 
but as a record and an aid tio tht study of tSe exchhiges, 
the writer is constrained to retain pages in queltion. 
To suit the convenience of those who j*equire to pay 
attrition t1»^ gj pent-dav fates htf has, however, ^ded 
information on post-war exchanges in Chapfer XXIV. 
In studying the pages in the*presenf chapter, the re^ader 
will therefore please remember that the quotations were 
those of July, lgl4, and that many changes have come 
» abopt as the result*of the war. ^ 

Prior k) the awful European tragedy our newspapers 
used to give a daily list headed, “^Foreign Exchanges,'! 
and this table of rates was suppleiiented tyice a week — 
on^edfiesdaj^ and Fridays — by a s§cc5hd table, called the 
''Course of Exchange." The latter record of rates w'as 
discontinued in February^ 1921, though some newspapers 
still occasionally give £f*list of 'rates ipider " Course of 
Exchange " ; nowaday^, it represent quotations, gleaned 
from various banks and brokers, at which bills of exchange, 
drawn on foreign centres. Have changed hands. In 1923, 
however, there is no official Coursdof Exchange list issufd, 
but we shall i^fer to the pre-ws^ table at a later stage. 
The foreign exchange table still appears #daily, and the 
quofations in it still*seem to be regarded by the average 
man somewhat in <Mb same jway as ftie sm^l boy regards 
• 41 
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the signs of the Zodiac-^they*' are® incomprftie^jsibla 
However, there need be no myster^ about'" the raters if*the 
principles*' upon which they are based are systematically 
investigated ; *an4 in th^ hp^ that flie^masterfng of tj|iese 
exchangfe technicaiSties*majy lead the student henceforth 
regrrd th^ Money Article as an ^tlj^ctive feature of his 
n^sj5aper, we proceed'upon^anothei^stage in ouii»enqutry. 

Rates bf Exch^ange. 

^ Tfie following is ^ specimen* ol the table published daily ; 
it is taken from The Times of 17th July, 1914* and generally 

.FOREIGN fexCHANGE S, » 

Paris-Clieque ^ . . 25 L c. 

• „ liank Rate . 3^% 

„ Market Discount V 2|% 

Brussels — cheque ^ , 25 f. 29jj~301 c. 

Berlin — sight . . . 20 m. 49-50 pf. 

„ ^'daya . . 20ra. 46|hf. 

„ Bank Rate . 4 % 

„ Market Discount < 21^^, 

Vienna»-sight . . 24 kr, 16-18 h. 

Amsterdam — sight . . 1 2 (1. 1 1 j-12 c. 

Italy — sight . . . 25 L. 26-8 c. 

Switzerland— sight . . 25 1 18J-19|c. 

Madrid — sight . . 26 p. 05-15 

Lisbon — sight . f 46Jf-46^gd. 

Petrograd — 3 months . 95 r. 10 k. 

0 „ sight . . 95 r. 75-85 k. 

Christiania . . . ‘■Vl kr. 23 -26 

Copenhagen . ♦ . . ik kr. 23J-26J 

Stoekholm . ‘ . *,18 kr. 23 -26 

Bombay T.T. . . l/33Jd. 

Calcutta T.T. . . l/3gjd. 

Hong-Kong T.T. . ‘ , I/lOfd. 

Shanghai T.C . . ^2/ 5fd. \ 

Singapore T.T. . « , , 2/3fJd. 

Yokohama T.T. . . ' 2/OK 

Alexandria , , *« 97|pi. 

'Rio de Janeiro, 90 days. 

'Valparaiso, 90 „ . SJd. ‘ 

'Buenos Aires, 90 „ . t 47JK- 

'Montevideo, 90 „ . , 51^d. 

New Y ork—Cable transfers $4-87^-^ J c. 

' These rates are telegraphed on the daytpreceding their receipt. 

• The rate is now (192t^ quoted in pence to pne escudo (silver). 

■ The rate is no^y (192^) quoted ip pesos to ^1. * 

n * 


Francs and centimes „to £1 


Marks and^fennig fii £1 


Kronen and heller to l\ 
Florips and cents to ^^1 
Lire and centesimi to ;^1 
Franas and centimes to £[ 
Pesetas and centimo|, to ;^1 
Pence to 1 milreis* 
Roubles and<.llopeks to l\ 

Kroner and ore to £1 

Kronor *■ „ ' „ • 

Shillings and pence to 1 rup 

" ;; " Idoli 

,, ,1 ,, 1 tae. 

» „ Ulol 

„ >, „ 1 yen 

Piastres to 
Pence to 1 i^lreis 
„ 1 peso * 

„ 1 peso or dollar (g( 

„ 1 dollar 

Dollars ^nd cents to 0. 
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^peap ^th two (^her^coluims giving quotations for the 
t\i^^prevk)us da^s^ Iipa general way, the extm quotations 
are considered necessary M>r the purpose of cdhiparison, 
but as we are not ii|terested just now ip previous rates, 
the Columns in question are 1*epla(a&d Ify one giving some 
explanafipn of the ^iffency of* the respective gountiies, 
•which wjll perhaps more. useful to the beginne^ imtil 
he has had*the oppohunity to* faipiliarize himself witl^he 
daily quotations. * • 

The rates here given ai^ those in force*^)i^the vaHous 
Bourses foi bills or cheques on London, and are cabled to 
London from ^ the centre? named each day. With few 
exceptionf they tepresent the amount of foreign money 
which will be paid for one sca/erei|n, and a useful pdiit to 
remember in exchanging sterling isf-Maat where pric& are 
quoted in foreign money to £1, high rate^ are favourable 
to (Treat Bil^jn^ow rates unfavourable. For ej^ple* 
take the first quotation in the table. Here v/k have the 
value of a sovereign in Paris in francs and centimes;^ and 
if we want to buy a bill in francs with our sovereign, the 
higher the quoted rate, the cheaper will be the bill, while 
, if w^ have a stewing bill to sell, the same rule will apply, 
All this pounds rather like a paradox, and it certainly is 
confusing \t first sight, but a m(^ent's reflection wil] 
malte the matter quite plain. 

Let the reader imagine he is on.tlfh market with one 
sovereign in his hand, and desires to change it for francs : 
obviously the larger number of franc pieces he is able tc 
obtain for his piece of ^Id, tho better-off he ^11 be ir 
France. Conversely, iL he is in Ldndon and desires tc 
buy Freixch^currency to send to FrlSce, the higher the rate 
quoted the more francs he •will obtain for every sovereign 
he puts down. Say, in response to an application ttie 
money change^quotes Fes. 25*16 fcr the sovereign, and the 
holder of the latter coin being gifted with strong persuasive 
powhrs, finally prevails upon him to give Fes. 25*20 for 
the possession, of ttte coveted gold Viece, jt is plain the 
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higher rate is the better o6 the two, ^ for in receiving QS 
francs, 20 centimes, the receiver has 4 qenWmes more tiflan 
if he had^ allowed the*^ sovereigk to change hands without 
any bargaining. , There^is thus no ({ifference whether one 
is buying francs In Londofi or selling sterling in I^is ; 
th^ higher rate is still the better? ^ 

^Th^ reverse, of course, Js true if wse put ourselyes in*th^ 
shoes of the Frenchman who is exchanging francs and 
centime^' for sovereigns ; in his case the fewer francs and 
centimes he,'p^ys for the pound sterling, the better will be 
the rate; if he give^ only Fes. 25'16 for £1, that is a more 
favourable rate to him thanrFc^. 25*20. However, for the 
moment we are considering ourselves as the debtors buying 
bilb ^in the' foreign currency, and bearing in mind that 
high 'rates are in outf4u,vour, while low , rates are in favour 
of the foreign (;entre, we can take the rule as applicable to 
‘kll thp rates down to and inclnding that^J<f5.drid. ^ 

But let 'us beware of traps, of which this list contains a 
plentiful supply, "When we look at the Lisbon quotation, f 
we find the price given in pence to the Portuguese milreis, ^ 
and to this rate the above-mentioned mnemonic cannot 
apply. We must therefore re-state the rule by reversing , 
it, ^and this is how it appears : when rates are .quoted in 
.shillings and pence to the foreign units, higlf rates are 
unfavourable^ to us, ^low rates are favourable. This, 
again, is easily pfo'^ed. The Lisbon rate before ur is 
46} 4d., which will be the requisite number of pence to 
buy 1 milreis: if the quotation were 45d, it would be 
more fa'Jourablej since we shoidd then pay only Ss. 9d. 
for each milreis bought, whereas iii the first case the selTer 
would charge nearly Si lid. for the coin. . 

With Petrograd we revert to the former rule, and high 
rafes are in our favour, while low rates are against us ; 
but there is a peculiarity about the Russian quotation 
which calls fortexplanatiori. 

In Russian exchange, rates are always quoted so many 

* The rate is jiow gifJen in penpe per oife' escudo. 
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aSi4 Kopj^s to so mat ii we wantea to exchange , 
sovereign^ for rotibles, avoiding ^o the figur^ in our 
table, and leaving time out of the question, the Russians 
woqjd pay*Rbls. ^5^5 for 10, which^.of course, is only 
another *wty of quotiq^ Rbls. ^-Sf^for £1. 

, The qfiotations^foc Cnristiania, Cbpenhagen aild^tbck- 
hofm shduld present difiichitits : in each case the* mpie 
of the foreign currency twe can gfit for ^he poun^ sterling, 
tile better it is for us ; ^ut difficulties yos^ during the 
war with th^ Scandinavian ixchangesi and I4ie reader is* 
referred to Chapter XXII for a full aecount of the reasons 
for the trbubk. ^ * 

When we come ^o the Oriental countries, Jindia, China, 
Japjin and the Straits SettlAneriU, we find another Ra- 
tion. AU rates «re quoted in shiiiihgs and pence^ and 
indicate the price which wiU be charged far the local coin 
on the ceiOTtiRamed ; ccJhsequenlly the fewej pente we 
pay in England for the foreign unit, tlje more advantageous 
it will be. Then we find Egypt following the more general 
method, and quoting piastres to one sovereign, while nearly 
all the South Aaierican centres quote in pence. Finally, 
we^et to New York with the familisf dollar and cents to 
the sterlfl^. t 

It adds to the beginner's complexity to find that with 
most cgntres there is what we Sig^ term a “ double- 
bfirrelled " quotation. Where this*is the case, the prfee 
represents two limits— buyers and seHers. Look at the 
Paris cheque rate, which»shows that you could f\pd buyers 
on the Bourse at Fcs.*25'16i, amd^ sellers at Fes. 25*17i 
for a cheque drawn onlLondon, pg^jable there immediately 
the British^ creditor receives it from the debtor in France. 
As there is a difference of f centime between the two rates, 
it is apparent that the ultimate price at which deahngs 
are settled witi depend upon the extent of the operations 
an(J the amount of bargaining that take^ place : demand 
and supply, and^^ the factors governing other com- 
modities will Come ^pto play* In the*absegee of demand, or 
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if there is a plentiful si!^plf of bills, fhe sellers Vill soofii 
be glad to Id them go^at the lower fate, <while if th^ supply 
b less thin the demand, the pksons seeking to remit will 
coirfpete to buy tlje bills^»and the hig|lie^ price ^ be paid. 
This beirs out the cofttedtion upon which w^ ^ve laid 
stress, that the price «f debts is^ subject to the ^ same in- 
fli^nces as those governing ^he price of other comcnodides.’ 

It seems hardly nececsary to |ad^ in regard to these 
rates, that if you are a buyer of sterling, naturally yoB 
'want to give as few francs^ and centimes, or marks and 
pfennigs as possiblejor £1, and if you happen 'to be the 
seller of sterling, it is to youf interest to obtain as many of 
the local coi^ as possible for every soverdgn sold. 

Scspe people say that, the double quotation in the table 
indicates the variatten in rates between bank bills and 
mercantile paper ; but this is not so, and the error arises 
tromeoonfusing the rate§ quotedrin tlje “foi^^exchanges'* 
table with those ^ven in the bi-weekly ‘'course of 
exchange.” The only mearAng which can be read into a 
rate, such as the Paris cheque, in the ” foreign exchange ” 
quotations, is, that on the day on which it was current, 
the price of a che^-ue in Paris, dravhi on London, rwas 
Fcs*25*16} to Fes. 25*171, the extent of the margpA between 
the two quotations depending upon the volume of the 
operations, apd whether buyers or sellers are in the 
majority. ' *3 r, 

There is a variation in the rates quoted by Berlin. 
First we have the' ” sight ” quotation, which of course is 
only another way of giving the •^cheque” rate. To 
intents and purposes the cheque knd sight rates are the 
same : the sight draft is payable immediately at sight, 
and the cheque is payable od demand, consequently it 
maSces no difierence to the creditor which form of 
remittance he receives. c 

Berlin also quotes an eight days* rate, which means we 
have to make an allowance for the tiAe in the price. "'We 
can sell a sight 4raft fh Berlin ^rawn ohXondon for Mks. 20 
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4gpf., butei eight days* sight will return us only Mks.20 

46 b^ause the person to whom it is sent 4s under the 
necessity of presenting it for^cceptailCe, and after the bill is 
accepted he Jias to wait eleven da 3 rs before he can obtain4iis - 
monfy, the extra thtee days beftif^Vited'to the acceptor of 
tfie bill iifaccordance wttktthe provisions of Section^U, sub- 
section 1 jof our Bflls^pf Exchilngje Act. The differefce in 
the rate, 3^ pfennigs, lepresents'th^ interest on the defei*/?d 
payment, and this difference varies in accordance Vith the 
local rates of interest in thfe centre upon \fhiA the bill is * 
drawn. He tower the rate 8f interest, the more marks 
and pfennigs will go to thecpc^nd sterling. 

Vienna, *Amsteidam, Italy, Switzerland, Madrid and 
Lisbon, all quote the sight i^te,,but Petrogfad, as^ii to 
relieve the monotony, has two rates, *sig4t and three moifths. 
The sight quotation is Rbls. 95*75 k. to £10^ but the price 
for anliree n^ths’ bill^s gigen at Rbls. 95- 10 k., or ^oarly* 
two-thirds of alBuble less, the difference being tite interest 
, allowed to the buyer for the .time the money is in the 
hands of the sellers before the draft is paid. * 

The Scandinavian rates call for no comment : they are 
^all si|;ht rates. * • 

Some d^culty may be experienced ^hen we get to the 
Eastern rates. We have six centres 'all quoting TT. 
rates, i.e. the prices for telegrap^Jc transfers. These* 
ratq^ arecabled daily to the offices o^^ie various Indian 
and Eastern banks, from which the Press gets the 
quotations which we see published. • 

The quotations all megn the sterling selling r^tes for 
rupees, dollars, taels, etoi, for homeward*^ remittances by 
wire. If a man in Yokohama, for •itistance, owes a debt 
to a merchant here, and the*T.T. rate is 1 yen = 2s., then 
for every yen paid to the Bank intYokohama, 2s. will be 
paid to the creditor in London Is soon as the Bank's 
London branch ^as received and decoded Jhe cable. 

No*time is specified for piastres in Alexandria, but the 
quotation is foi; sighUdrafts. 
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The four South Amertcai^quotatioi& are for Ms.drawn 
at ninety dkys' sight and they ail show the nimib^r of 
pence to be calculate as the Vquivalent of the respective 
cufrency units in^ the c^tres named when it is a question 
of sending the bills payable" ninety-three days,, after sigi^t, 
the additional days being the *'liavs of grace i' allowed 
British law. 

The New York quotation is fqr cable tranters, which, 
as the reader will no doubt perceive, are merely the American 
equivalent /folr telegraphic ^ transfers, and expresses the 
number of dollars and cents which will be charged for each 
sovereign payable in London on receipt of. the cablegram 
from New York. ' 

As a matter of fact, New York rates 'are usually honoured 
witp a special tabl§*lo themselves. Ogving to New York*s 
^ lying so far west, there is a difference in time of about 
five»hours— it is noon4n Lonaon vshen a.m. ih New 
York ; consequently the work of the City editor of the great 
dailies is well advanced aaid most of the other financial^ 
matter has been arranged and printed before the New 
York rates are received, which necessitates their being 
rushed into a sepafate page at the laSc available mqpient. 

fThe importance of all New York quotation® renders it 
imperative to give tlje very latest rates, and ih this respect 
they differ f;rom the South American rates, which, although 
appearing in our hst on Friday, 16th July, 5914, i/ere roally 
the prices current on the various markets on the previous 
Wednesday evefiing; they w^re thus a day old when 
received. New^ York quotatioife^ are those for the previous 
evening. " <• 

The following may be taken as a specimen of the table 
of New York rates appearin| before the war — 

' Previous 

‘ To-day, day. 

Exchange on London— sight . , 4*8i5-30 4‘88-20 

M " „ cable transfers . 4*88-^5 4*88~50 

•f M 60 days* sight u. 4-86~10 4*86» 

„ Beriia-shott sight. 95*-* 95* 

c Pans S-ISJ 5-15I-* 
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• The '**sight exchange is Clearly the dollars and cents . 
to 1;he p(tund sterling, ‘payable at sjght in London on pre- 
sentation of the bill by the receiver to the person or bank 
iipoji which it is ;Jr^n. Tjje cable transfer rate, as we 
Ijave see|i,^s the selling^rice in*NeV York for the sterling ■ 
equivaleat to be pajd m London aS soon as the" nj^essage 
"ha? beei* flashed ac|jess the "wires to the paying banjiier. 
The sixty ‘day^’-sight quotation "indicates that ^fhe draft 
ig not payable in London in sterling until ^ixjy-threejiays^ 
afteEj;he drafjt has been rec^ved, presented and accepted 
for paymdht. ^ • 

The cable Remittance cohmiands the highest price 
because iT is for j>rompt payment: in th^ sixty ^ days' 
sight rate we have made an aflowdcice for interest, theiiefore 
it is sold at the lowest price. r 

The Berlin short sight rate, and the Riris short sight 
rate, call for^J]^ explinat An. In each case “ sl^ort ^ight ’ ' 
means that a draft is payable eight days after sight, and 
the Berlin quotation — 95/«, Shows the number of cents 
which will be giv^n in New York for a bill for 4 marks, 
payable in Berliji. The Paris rate — 5-15|, means that 
• 1 dollar in New York is exchanged fo# Fes. 5'15f payable 
in Paris.* 

Sl^prt and (iOng Exchanges. « 

Before leaving this table it may be well to refer to the 
three months' rate, to which we have as yet mac^e only a 
passing reference. This brings uS to^a part of the list we 
have left unexplained : * we refer t^ the bank rate and 
market rate of discount. 

Rates like the Paris cheque and the Berlin sight, ye 
called the ‘'short exchange," wjile the three months' 
rate, as quoted Petrograd, is termed the “ long exchange," 
and the rates of discount enable us to trace how the quota- 
tions* are arrived at. 'Given the shor^ rate, we can aJways 
find the long rate, a*ifd vice vfrsa. T(? work* these out, we 
s— (15*5) 
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may imagine we are on tne l^ans market^, ll we feave lo 
remit from France tOt settle a debt in England, 8u?d decide 
to ^ send a cheque, we will pay, say Fes. 25*1675 for every 
sovereign, or clai^i to ap sovereign, Paris Banker ^ells : 
by remitting this cheque we pljqe in the haiyls of the 
Bnti^h 'creditor the power to obtainT)avment foS: the debt 
at pnee, but suppose we ‘elect to serf^ him a three months’ 
bill, what governs the ‘price wermust pay for it ? It is 
plain that tjie, creditor will be obliged to wait three months 
before he (?an cash the draft; consequently, we are bound 
to put him in such *a position tjiat he will not lose over the 
transaction: in a word, we shall require cfroifi the Paris 
sellef of exchange a draft including tljp additional number 
of i'ancs that will reco?fipenle the creditor for the tipie he 
is out of his money." As the Paris dealer gets the money 
,, three months *before his correspondent in London l^s to 
pay® the bill, in purchasing three 'i'nontlv^aper, or long 
exchange, we get it, at a lower price than that paid for the 
cheque or short exchange." 

In the case of Paris, however, our tab^e does not give the 
long rate, so, assuming we are buying bank paper, we 
calculate the rate r’n the following way. « 

TThe short exchange, Paris on London for bhnk paper 
* we see from our table is given as £1 = Fes. 25*1675. Now 
for a bill payablf three months from the date of issue, 
l6th July, we must Jiay the cheque rate, less three molSths' 
interest, and as we are dealing with bank paper, we take 
the market rate of discount Foling on the centre upon 
which the bill is (irawh — Lonibn, which on the day in 
question was 2J pei; cent. Over and above this charge 
we have to make an allowance for stamp duty on the bill, 
v^hich will usually be about half per mille, and in many 
cases we also add a small amount for contingencies — the 
compensation allowed to the buyer of atbill for the risk 
he takes on ^he signatures of the drawer, acceptor and 
sometimes endorser^ of the bill, trom these details we 
can now set oiit our calculation — , 
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fShor^ Exi - • 25*1675 

Hess 3 iionths’*interest*@ 2 j[ % per ann. *1337 * 

,, fillowance for contingejpcies . •‘0161 
„ French stamp duty J per mille . *0125 ^ 

g • ’ *1623 

Fes. 25*0052 « 

the long exchange, Paris *o8 London.* • 

As regards the aifount chargeable for contingencies, 
this usually varies (it msfy be one*per mille, or even less), 
asd^ankers will frequently ci^t rates if they art Jc^n on doing • 
business: Sonjetimes the charge is omttted altogether. 

We see, fiien, that when .drawing frdm the foreign city, 
the three ihonl4is’^rate on London is calculated from the 
short exchange, less interest at 2^ per cent, per^nnum, pur 
market rate on the date the business i^cjpne, plus cost of the 
bill stamp and ofteif a small consideration for contingencies. 
Simil^irly, if we have a three months' rate, Ve can always# 
find the shoi^ ;5*-:chan^e b^ adding instead of deducting 
three months' interest at market rate.. 

Longer usance can be calculated in the same way, but 
with tliis difference. If it is desired to find the cost of a 
four months’ or sixeiipnths’ bill, we calculate the interest for 
\he period at a rate slightly in excess of the bank rate ruling 
in the cen^.’^upon which the bill is drawn, and in all cases*it 
will appear that the longer the period^*! payment of the bill 
is deferred, the cheaper will be the pcice td the person 
purfhasing it with British sovereigns in the foreign market. 

Bank Rate, as is well known, is usu^ly higher than 
market rate; therefore if (jrdinary trade bills are remitted 
from Paris, to find thejlong exchange, interest will be 
calculated at our Bank Rate, as.ttrade paper is not 
considered such a good security as bank paper. 

The student may all this time be \^ondering why we take 
the rates of discount ruling in the country upon which the 
bill is drawn, in^ead of the rates quoted in the country 
of origin. The reason is, that the person to whom the 
remittance is sent m^^ desire to tum^the bill into cash 
by getting it discounjed, andf the rate whkh the banker 
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or broker would charge him is the one in existence* on his 
own market ; consequently, if the holder of tlleubill sells 
it under discount he is presumed to be in exactly the same 
position as he would have; been had, we remitted l^im a 
cheque or sight draft* from Paris^ pr whateves the foreign 
centre 'is. 

.. The reverse operation, ^iiaWing on Paris from London; will 
be shov\(p after w^ have discussed the “Course of Exchange.*' 

Gd’urse Ct Exchange. 

The second table in whicn we are interested is known to 
the newspaper world as the “ Course of Exchange ** ; in 
banking parlance it is called the “ On ^3ha^ge Table.** 
This, as w? mentioned earlier in the -chapter, is published 
twifce a week, and*- 4 -sed to appear in the newspapers every 
Wednesday and Friday. The rates quoted were those in 
' forre^ on the prccedipg day /n London. Every TiTosday 
and Thtfrsday various foreign exchangc'clealers, bankers, 
brokers and financiers used to meet within the hallowed pre- ^ 
cincts of the Royal Exchange, and their dealings in bills 
took place on the ground floor in the spacious hall which 
City workers have come to regard as<tfie sacred domain of 
the five-shill ings-a- week office boys, who, failing any other 
shelter, resort to the Exchange to eat the more or less 
frugal lunch which thoughtful mothers insist upon their 
. carrying to the Cu'y each day. Practically the only paper 
which meets the eye of the general public is the newspaper 
wrappings of the mysterious jparcels which daily emerge 
from tile pockets of these dimmutive City urchins. 

The On *Change' Table, to call it by its vulgar name, 
gave the prices at "^hich bills on the various countries 
had changed hands, and immediately the bargains were 
Recorded, the list was drawn up and issued to the Press, 
to be published the n(5kt day.^ 

' In Februai;v, 1921, it was decided to discon^nue the bi-weekly 
meetings On 'Change. Business in bills has become more and 
more a matter of bargaining [over the telephone, and with all the 
joint stock banks noyl conducting foreign excl;iange operations it 
was considered ;fhat ffiese meetings were po longer necessary. 
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•In cjLselthe readei'ma^ bonier ^hy the London quota- 
tion! were* not more frequently issued, we may*at once say 
that London, being the inttmationaf monetary centre of 
the world, has very^mlny more biUs dra^yn upon her th*an 
she &aws qn other countries * Consequently, the persons 
interestei in these ” fetched, •crinkled, scrawled-ovtr, 
blotchy, frowsy pieces, of are concerned in a far 

greater degree with the jates quoted in foreign cities than 
tljfy are with those settled in London. 

The table which follows is ^so takep from The Times 
of 17th Ju^, 1914. The original list ^appeared with two 
additional colujpns of quotations, recorded at the previous 
meeting of*the foi^ign exchange coterie, namely, Tuesday, 
14th July, 1914, tlte latter feeing^ given for purposej* of 
comparison, as witl^the “ Foreign ExiSianges ; but Jiere 
again we give in substitution of the earliei# rates, a brief 
note explaini^v the metining of the'rates quoted. , • * 

There are one or two peculiarities about this tal)le which 
call for attention. In the first* place, *we have the Dqjch 
rate quoted in flojins and stivers to the pound sterling, 
instead of in florins and cents, as in the Foreign Ex- 
•changes.” The writer knows of no jpeason why we in 


COURSE OF EXCHANGE. 
Thursday, i6th July, 1^4. 

Amsterdam, etc., — cheques 
- 3 months 

AntRirP and Brussels* 

Hamburg . 

Berlin, etc. 

Paris— cheques . 

„ 3 months 

Marseilles — ^3 months 
Switzerland — 3 months 
Austria „ . . , 

Petrograd and Moscow — 3 months 
Genoa — 3 months 


New York— 60 days 
Madrid— 3 months 
Lisbon „ 

Oporto „ 

Copenhagen— 3 months 
Christiania „ 

Stockholm ,, 



24* 24. 

25.^61 iidit 

45iV 45 \ 
45A 45t3 

18.48 'lasa 

18.48 •18.52 

18.48 18.53 


Florins and stivers to £1® 

Francs and centimes *' • 
Marks and pfennigs 


Francs and centimes 


Kronen and keller 
Pence to x rouble 
Lire and centesimi to £t 
P ence to |x 

„ 5 pesetas* 

„ x milreis* 

Kroner and ore to £i * 

Kronor !! !! 


^ Mr. Lloyd George’s name for them. 

* Hhte (1923) is in florRis and cents. 

* Rate (1923) is in peg^tas and centimes t!i/l. 

* Rate (1923) is*in pence to 1 e.y:udo. 
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London continue to qAote« Amsterdain in this* way; ty 
quoting the fractions in stivers, we ai;e years behind* the 
times. However, apart from ^the awkwardness of having 
a different quotation in JJoUand, the^e is no dii&culty about 
the matter; it i^ singly a* question of remembering that 
with tte London rate on Amsteill4m 20 stivers, ^go to the 
florift, while with Amstejrdam on London, 100 c(;nts equal 
1 florin : the stiver is therefore worth 5 cents. ^ 

The rates for fetrograd and Moscow, it will be noticed, 
are given ih 'jJence to 1 rouble, while for New York the 
quotation is in pepce to one American dollan^ Then we 
have the Madrid rate in pence to 5 pesetas,, instead of 
pesetas to /I sterling as in our former Hst. •» 

Wth ea^ country it wiU be seen*' we have two rates 
given, both with the quotations for cly^ques and those for 
three months’, bills. Unlike the prices in the Foreign 
* Exol^anges " list, the rates j*give4*'. in tljp- “ Course of 
Exchange ” for the long exchange, indicate the current 
quotations for two ’different classes of paper. Where the 
quotations are in foreign units to the^ pound sterling, as 
francs to £1, the first rate will be the^ price of first-class 
bank paper, the second that charged for the orejinary, 
tr^de or commercial bills. To take the first on our list— 
. Amsterdam, R. 12.4|, is the price at whifch bankers' 
bills can be^ bought.' t' We get only FI. 12.4|- stivers for 
^ne sovereign, but 'if we are content with» the commercial 
bill, we can procure FI. 12. 5 J stivers for the same amount of 
British currency. " As we thus get a higher rate for the latter 
class of paper, we see that it is cheaper, and the cheapness 
*lies in the fact that' it is inferior* to the bank paper. 

So much for the ^iong exchange. The reason for two 
quotations being given for th€ short exchange is due to the 
fSet that the rates include all bills within ten days of their 
maturity, hence, drafts' which have anything up to ten days 
to run are of Jess value than the cheque or sight bill, which 

1 The archaic method has now (1923)^ been dropped and all 
up-to-date dealers qubte in florips and cents to*;^l. 
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i§ due onidemand : *the §light‘^o;^ance for interest causes 
th^dilference brtween cheques and the drafts qpt quite due. - 
It milst not be fbrgotten.that in the Course of Exchange 
we are operating froqi London, and not from the foreign 
cenftre, which has fftr effect that Jlfe rateyfor the lopg-dated 
paper ait higher than«those for Jhe short exchange : that 
•is {o say, we obteiif for each sovereign more florins and 
stivers, francs and -centimes,* Aarks and pfennigs, etc., 
when buying bills pay^le three* months hence,, than we 
(fo when buying chequest or short-datedi .paper payable, 
practically^ on demand. • • 

When scanning the Coui^e of Exchange one other point 
has to be J)orife ig mind, that is, with rates quoted so many 
pence to the foreign currency^ unit, the positicti is re\;ersed. 
With Petrograd, for instance, where ye have pence tD the 
rouble, the first qu^htation, 24 Jd., is the lower rate and-is the 
pri(fc for commercial j)ape|^, but the secoriS rate, 24|d., 
the higher pike quoted for bank paper. Kronf these 
explanations, it is easy to see that whnn London quotations 
are in the foreign currency tihey are cheaper when -they 
rise, and dearer T^hen they fall : but when we quote rates 
in sterling, suclf gs pence to roubles, pence to dollars, 
pence to milreis, etc., they are cheaper to us when they fall 
and dearer when they rise. • 

In examining the " Foreign Exchange ” list, we saw ho^^ 
tc^calcuiate tl^e long exchange in Pari^: to irfake the matter 
quite clear, we will work out one or two examples from tlie 
Course of Exchange. , 

In practice, the persjjh who receives a thre<i months' 
bill wiU not keep it logger than he .can help, but will get 
a banker to buy the bill, that is, discount it for him, and 
the rate at which the banker discounts the two classes of 
paper quoted in our table, accoipits for the difference in 
price between a bank bill and ai» commercial bill. Bank 
paper is alwayffe discounted at a finer rate than trade paper ; 
in .times of monetary stringency or polftical upheavals, 
it is obviously betjtgr to hold the fcmer class of security. 
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Most dealers in discounting ar trade bill estilnate the 
standing of the parties to the instrument riot to be so gbod 
as that of a first-class*banker ; aonsequently a price will be 
charged to cover the discounter for jthe increased risk. 

Let U8 take the''Pari«i long^ exchange '(three months)*and 
encjeavour to see how; it works oift.' I 

The? rate for bank paper, JLondon on ‘Paris, is, given- as’ 
Fes. 25*3625. On referyng back to the foreign exchange 
list we see that PaSris quotes its market rate at 2| per cent. ; 

. therefore wo m\ist take three iiionths‘ interest at 21 per 
cent., and we get t'he following simple calculation. 

Lotg Exchange . . ‘ Fcr. 25*3625 

Less 3 monks' interest at 2| per annum < . ‘ , *1743 

‘ * 25*1882 

• less allowance for gtanlpa, etc. . *0130 

Fes. 25*1752 

■ ■■ t 

This may be taken to show that if the person to whom we 
send a three months'* bank bill on Paris gets it discounted, 
he will obtain practically the same amount as if we had 
sent him a cheque or a bill with only a few days to run. 

Now let us calculate the rate for deding in commejrcial 
paper. 

The quotation in our table for commercial biKs was— 

Long Exchange . . , . £l = Fes. 25*4125 

If our hreditqR;m Fans sells this bill, he ^ i 
will be charged dfecount at the Bank Rate 
in France, viz. — 

31% per anpum for 3 months . . *2223 

* c ‘ Fes. 25*1902 

Less Charges for Stamps, etc. *0130 

Fes. 25*1772 

Bycomparing the outturn of these two bills, it will be seen 
that the buyer of bank ‘paper is charged very little more 
for the extra s^ecurity he obtains, although in times of 
stress the difference between the two .quotations will tend 
to be greater. 



CHAPTER VI 


CONTINUES THE* Discussion AND SHORT 

exchange, AN»«H0WS HpW^^TEL QUEL 
RAT^S ARE CALCULATED 

. 

It will be useful in this chapter if-wre summarize the rules 
for calculating long a*id short exchange. ^ 

When dealing ip London, tlje long exchange can always 
be calculatfd where the cheque rate or short exchange is 
given. To thj short rate we add three months’ interest 
at the discount rafte ruling on the centre upo^ which the 
bill is drawn, i.e. th? market fate^r bank rate, accor<jing 
to the class of pap^ we are buying of selling as the 
may be; to this we add one-half per rniile for foreign^ 
stamp, and, wjiere neclssarf, a small amount by \m.f of 
insurance on the joint security of the parties to the bill, 
acceptor, drawer, and endorsers, if any. • 

Where the thiee^ months' rate is given in the London 
Course of Exchangj, the short exchange may be found by 
deducting the above-lnentioned charges^, from the long rate 
instead of bidding, f 

When we* are operating from the Jpreign centre, Paris, • 
for instance, we find the long rate 1^ deducting from the 
sigh^ rate* the Miree months’ interest,* at London market* 
rate of discount for bank paper, and at the Bank of Eng- 
land rate for commercial payer. The stam*p duty and other 
small charges are, of coursfi, also deducted. 

Conversely, if the short*rate, Paris on London, were not 
quoted, it could easily be found T?y adding the three 
months’ interest and charged to the long rate. ^ 

Then we come to the rates whictf might be termed the 
“Bridge of Assgs” in the foreign exchanges—the rates 
quoted in pence. These rates seem to be an everlasting 
source of trouble to pebple who are no^ accustomed to the 
mental gymnastics ^ich are part £ftid parcel of the 
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exchange dealer’s training, A • littb explanation will 
make matters clearer. * 

B « 

Suppose we are o^ferating fsom Lisbon on London, and 
the short rate is 47d. to one milreis, to obtdn the long 
exchange we work ratW*" differently from the method 
shown i,n our other qiles* Let thaTeader ima^ile he is in 
Lisbdn and desires to remit London. ^It is apparent that 
he will want more pence^for each milreis he hanSs over to 
the seller when if is a question of a three months’ bill, than 
if .He buys a remittance payable on demand. To get the 
long rate, then, we must add the charges to the short rate 
insi.:ad of deducting them, as we did when drawing from 
Paris on London. - 

The rules regarding market rate of discount and Bank 
kate remain the s^e. 

kxample— 

1 Sight Rate = 47rf. 

' /Jms 3 months’ Interest @ 3;^ — ^ “ 

our Market Rate .... «» *35 

< 47*35 pence 

which, obviously, is equivalent to statfng that we pay less 
for the bill at three months. 

^When drawing "from London on Lisbon, as rates are 
^ also quoted in pence to 1 milreis, the calculation is based 
on the same argumer?t, and the buyer in London who has 
.to remit, say 100 milreis to Lisbon, will oay fewer pence 
for a three months’ bill than he would were it necessary 
to send a sight bill. Thus, it is plain, that to get the sight 
rate he would add charges to*«the long rate, for he must 
pay more pence for a bill which enables his creditor in 
Portugal to obtain i.he money on arrival, than if that 
creditor had to wait three months for his money. 

^ Example — 

In drawing from Loodon, we may take the 

3 months' rate on Lisbon for trade biU^ as «= 46i. 

Add^ months' Interest at Lisbon Bank Rate, 
say, 5% = *57 


= 46*57 pence 
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approxinfately 461cf., wlfidi wMl b^the sight rate on Lisbon, 
shctwing that we pay more for this bill than ^or the draft 
at long exchange rate. • 

Finally, with all^ceptres there i^ the question of the*bill 
which has less than three months to*run,*and the one which 
has mor^than three ^mSnths to fun* 

• To tal^e the latter^case first^ ^ the term exceeds'* three 
months, it is customi-y ^or the setter of the bill to reduce 
the price by allowing the buyer a rate of interest in excess 
of the foreign Bank Rate. * For example, ff* tfie short rate * 
on Berlin were Mks. 20-50, the German Bank Rate 3 per 
cent., and, the^ period for Vhich the bill were drawfTfour 
months, the sellef of such a draft in London, ip calculating 
long exchange, wotild probably .take the Bank Rate jt 
3iV per cent, or 3^ per cent., that is tb say, in adding the 
charges on to the short rate, he would, calculate four 
months’ interest at 3r^ pei%cent.--6J per cent., inst#;ad of 
3 per cent, per annum. • 

In the former case, suppose one mo'nth of the period on 
a three months' bill has already elapsed, some allowance 
for the bill, whic^ is now due in two months’ time, must 
be ipade to the seMer, who will proiqptly fix the matter 
by charg^/ig the buyer interest for one month at Bvik 
Rate, or thereabouts. 

The following examples will explain thp method of 
reasoning— • ^ 

We have a 3 months' bill on Berlin for Mks. 1 ,500 : 

Bank Rate in Berlin, according to our Foreign 

Exchange list, is 4% : to^he . . . M. 1,500 

One month's Interest at must Jbe added * 5 

which makes the bill . * . . . M. 1,505 

M. 1,505 @ exchange of M. 20-63 = £72-9S2 

which would be the cost of the biH for M. 1,500 drawn^n 
Berlin. 

"Tel Quer^ 

But we have another way of arriving at the same result 
for a bill such as this? There is no prite quoted for a two 
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months' bill, so we malce wiiat Is' called ^ tel quel, pr n^i; 
rate. How *the expij^sion has crept* into oui* ^marlcet 
jargon it is hard to say : someT)rokers hold that the term 
should be tale quaU, a corruption of ^hf Latin 'fa/fs qt^lis, 
meaning unchanged, or,' as we understand it, that the actual 
rat% cf the bill is not Effected, and in* view of the* fact that 
the original exchange of* the three ;nonths' bill is "not 
altered, the hypothesis would seem to be justified. 

The tel quel^ quotation is adjusted in the following 
manner — < 

On the basis of our previous calculation, take interest 
at 4 per cent, per annum for one month ^ J per cent. ; 
one-third pe^** cent, on M. 20*63 = *0687^, and the rate can 
nowtbe shown as — / ^ 

M. 20*63 

Minus *06876 
= M. 20*3i>12 ^ 


which is the tel quel rate forM. 1,500, and taking M. 1,500 

at M. 20*5612 we find the answer to b^ £72*952, which is 

precisely the same result as for the othfr calculation. 

We have now investigated very thoroughly the principal 

market quotations for bills, and henceforth the student 

‘should have no gregt difficulty in regard to’ the actual 

rates, but before bridging this chapter to a close, it is 

fitting that we shoidd complete our survey of tJie m04iey 

article as far as it affects the foreign exchanges. 

In The Times of 17th July, 1*914, the City Editor made 

a few comments on the exchanges, and it may be of 

interest to us to examine the rales to which his remarks 
«>»• 

applied. He says — 

‘'Following an, advance*' in the Rio exchange to 
1511 d., Brazilian bopds were a good market." 

Then later— 

" On 'Change the rate for bills on Germany moved 
against this counfry. Italian currency improved, and 
Spanish and Pottuguese depreciated slightly in value. 
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• Pans cheque^ were dealit in at 25 f. 17} c. to 25 f. 18 c. ; . 

and Gehnan cheques at 20 m. 49 pt to 20 m. 51 pf.” 

Now what does all this mean ? 

TJie first Item of news refersj^to the fact^that Rio exchange 
had adviced one-sixjiqpnth of a p^nny over the quotation 
for the preceding day : in other words, the seller Of {nifreis 
in Rio db Janeiro could get for a ninety days* sight 
bill on the 15th July, but by waiting until the 16th he was 
able to obtain 15x6 d. for gach milreis ; fi^rjl^r, the pros- 
pects of a steadier exchange encouraged dealing on the 
stock markets in Brazilian bonds. The prospectiv^ssue 
of a loan On the British market also strengthened exchange, 
since the Sealers w^re aware that the effect oMhe flotation 
of a loan on the London mkrkeU would be to turn 'rates 
against London. • 

By a reference to the Course of Exchange on page 51 
it is easy to si;e that tlie value of the mark on tj^e London 
market had declined from 20 m. 64pf. on 14th July, to 
20 m. 63 pf. on 16th July. This means that fewer marks 
and pfennigs weae procurable for one sovereign on the 
latter date, and itie rate is consequently unfavourable to 
the buyer of mark tills ; moreover, tbe quotation tends to 
drive hu.he the lesson we have been trying to confey, 
that with rates quoted in the foreign currency they are' 
moving against this country when^hgy recede. 

The commeftts on the Italian, Spanish and Portuguese 
currency may well call forth the remark that " in foreign 
exchange rates by sweet ®ontraries go.** By saying that 
Italian currency has inyroved, ihe, writer of the Money 
Article means to convey to us tj^^t the rate has gone 
against London, for the three months* rate on Genoa has 
dropped 1} centesimi since the previous meeting of^he 
exchange dealers, i.e. from 25 Lrj57}c. to 25 Lr. 56} c. : 
on the other band, “ depreciation ** in the case of the 
Spanish and Portuguese quotations is taJJen to indicate 
that those rates have moved in our favour — only slightly 
on this particufar occasion as Jt happens, we have seen, 
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these rates ^e given in pence to the pesetas and Iniheis 
respectively, Madrid- on the 16th July being' quoted 
45TVd. for .five pesetas, as against 45Ad. on the 14th July, 
and Lisbon 45 Ad. for oi?e rmilreis, *as against 45 Jd. ‘over 
the same dates, which shows thah on 16th July both cur- 
rencies were cheaper to buy, the raffe on Madrid marking 
a gain of Jd., and that 6il‘ Lisbon, iVd. in favour of the 
buyer. These figures thus serve to illustrate the fact that 
when rates, is#ia this case, are q'joted in the home currency, 
they are cheaper when thej. fall, or “ deprxiate,"' as the 
Edi+or of The Times calls it. 

The French and German cheque de*Gings need no 
explanation, the reference simply m^ans that sales and 
pfirdhases of exchange were made at prices within the 
range of the rates mentioned. 

The influences which cause the variations in the quota- 
tions na^’3, so far, not been explained, but as that part 
of the subject is somewhat complex, and necessitates our 
investigating the connection of Bank Rate with the foreign 
exchanges, it may very well form the topic for our next 
chapter. 



CHAFlliK Vll 


FAVOURABLE AND UNFAVOURABLE EXCHANGE. THE 
CAUSES OF JTHE FLUCTI/aTIONS IN THE • 

FOREIGN EXCHANGES ANALYSED 

In the course of our enquiry we have demonstrated that 
wilh the debts between tf/o countries e^ftctiy balaifced ■ 
we have wjiat«is known as tfie par of* exchange, a state 
of equivalence which rarely exists, but that all the jjsine, 
we have f^ed^a ^wint with the gold standard countries 
which is taken to rtcord par.^ * 

When we apply this to bills of dxcli^nge, which are* thTe 
outward and visible sign of indebtedness between nat!ons, 
we take it to mean tljat \ bill fo|; £100 on France,^ for* 
example, would on any particular day sell in L(fndon for 
£100, no more and no less, and that a similar state of affairs 
would exist in France. With France, the par of exchange, 
as we know, is £!•= Fes. 25-2215, and if the debits and 
credits between th€ ^wo countries were at any time equal, 
a biir of exchange for £100 would be wf)rth Fes. 2522-15 in 
either country. When, however, the balance of indebted- 
ness is against France, that is to say^^e owes us more than * 
we owe h^r, exjhange will be below jjcj, tha! is at a dis; 
count. Conversely, if England's debts to France are 
greater than her French credits, exchange will be above 
par, and at a premium. , • 

The true effect of thi% can easily lie seen by referring 
to the settlement of debts by means «af bills of exchange. 

When our exports to Fra^ice exceed our imports from 
that country, bills of exchange drawft on France will^e 
in excess supply here, consequently the bill for Fes. 2522-15 
will fetch less tffan £100— it will be at a discount. 

On the other hand, where our French imports exceed 
British exports Jo Fr^ce, there will l\a greater demand 
for remittances to pgy for^the French imports, and in 



64 „ FOREIGN EXCHANGE AND FOREIGN BILLS 

consequence of the scarcity of paper, the bill for Fes. 2522*15 
will be worth more, than £100 on the Lond6a market, 
that is, at a premium. 

In practice, of- course, it ^.will be necessary to remember 
what we have said before, that Jhe difference i^ the rate 
is'^not found by adding to or deducting from the bill, but 
by altering the rate at which the e;xchange is calculated. 
For example, in.the latter case we said the rate was at a 
premium, qr above par, and iij^ paying the seller of the bill 
the proceeds in sterling, instead of calculaj;ing the bill for 
Fes. 2522-15 at exchange of Fes. 25-2215, the par of exehange 
between England and Franee, we would 3 II 0 V/ the seller 
the premium by charging him a lower^rate, say, Fes. 25-20, 
and if the reader cares j.o convert the Fes. 2522-15 into ster- 
ling at this rate, he will see that the British equivalent of 
the bill will be more than £100. In the former ca^e, the 
diffeion^e would be obtained by charging a higher rate, 
say, Fes. 25*30, and the bill would outturn less than £100. 

Favourable and Unfavourable Exchange. 

This habit of quoting a rising exchange as at a " dis- 
count,” and a faUmg exchange as at a ” premium,” has 
in the past made confusion worse confounded, and for the 
sake of the exchange student, we are glad to see that the 
practice has of late years fallen into desuetude. But one 
cannot say that the present-day usage of the tarns 
" favourable ” and ” unfavourable ” in regard to the 
exchanges is less misleading. 

When we find that bills of exchange drawn from London 
on foreign centres are at a premium, we say that exchange 
is against us, or unfavourable to the country. For instance, 
take the case we examined just now. Inasmuch as the par 
of exchange with France is Fes. 25-2215, if we are forced 
to pay more than £100 in London when, buying a bill for 
Fes. 2522-15, it is plain that £100 here are worth less than 
the fixed equivalent of French currency : hence the reason 
for saying the exchange ^ is unfavourable to London. 
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iSimilarlf, if it takd^ lesS fhaif £1(X) in London to buy a bill^ 
on* Paris# for Fcs^ 2522*15, French exchange *is said to be 
** favourable ” to England. 

The indkcriminatei use of sucl^ terms, is a real pitfall in 
forSgn exchange, and a moment's reflection wiU show that , 
a favourable or uijfaWrable ‘exdiange applied ^o •the 
•country. is one tfiing, but whpn applied to individuals, it 
is another. , 

^Briefly, exchange is unfavourable to^a country ^ only 
when that country is obliged^to send IjuUion m liquidation 
of its indebteSness, and favourable when bullion is received 
from a debty country. * However, lest we b^.^!!5rged 
with a leaning towards the fallacies of the o^i Mercantile 
Theory, we hasten* to say that this sending or recoiv^g 
of bullion is important only in so far a#it affects the b^ing 
situation. It is the banks which will pait: with the gold, 
andVith each fall in tleir ifeserves they will tend t(ve»trict 
the credits of which gold forms the basis, or,^ rates for 
accommodation will become dearer, which amounts tq the 
same thing ; and jt is easy to comprehend that any restric- 
tion in credit facilities by this means will check commerce, 
and.so ultimately I)rove adverse to yie country. It will 
be perccwed that we refer to the raising of the rat% of 
discount as a means of stopping the outflow of gold. On 
the other hand, with a reasonable influx of gqld, the banks' 
reierves •reach that point when a iSw bank rate can be 
put in operation, and it follows that with cheap capital, 
there is an impetus to a. country's trade and production. 

As far as individuals art; concerned, we may say it is the 
debtors to whom the temft ‘ ' favourable*’ ’ and ‘ ‘unfavourable ' ’ 
apply : they must buy the bills to*lend to their creditors, 
and the question of how Inuch of ^the foreign currency 
units they can get in exchange for each unit of the home 
currency is of ;j^ital importance to them ; and where the 
buyer of a bill can procure Fes. 25*30 to the«pound sterling, 
that rate will be moi^ favourable to Jiim than if the seller 
parts only with Fes. *25*20 per sovereign.^ But, obviously, 

<t3a5) 



FOREIGN EXCHANGE AND FOREIGN BILLS 


what is favourable to thk m^chfints who have to buy bilk 
in London, ^ be unfavourable to thosg who have mohey 
to receive from France, since this second class will be the 
sellers of the bills |yhich the former class buy, and the moi e 
francs and centimes sorrendered by the seller for each 
sovereign received, the more unfa^feuJable will be the rate 
of exchange. * r. ’ * ‘ 

This, by the way, is the usual iljustration of the manner 
in \^hich two debts are cancelled : the importer pays lus 
foreign creditor, aijd the expoAer obtains payment from 
the foreign debtor. We may be pardoned for egain refer- 
ring'" ujhe subject, but a little repetition \jjli serve to fix 
the principles in the student's mind. Exporter -A, we will 
STj^pppse, has sent to France gcods to the value of Fes. 1,000, 
whil^ importer B has received from faris produce of a 
similar value. A draws a biQ for Fes. 1,000 on the merchant 
in F/aace, and finds an easy way to obtain the equivalent 
by selling it to B, who is under the necessity of remitting 
that sum for the French imports. Thus, it is to A and B 
that the terms “favourable" or “unfavourable" will 
apply, the one being the receiver apd the other the 
remitter. 

From these remarks it follows that to the buyer of the 
.bill in this country, high rates are favourable, low rates 
unfavourable, when qi-oted in foreign units to the pound 
sterling ; but, when" the rates are quoted :n shillings end 
pence to the foreign units, high rates are unfavourable 
and low rates are favourable. For selling paper the 
maxim ’is the reverse: with-.ates quoted in foreign 
money to the pound sterling, the seller must bear in mind 
that low rates are favourable, high rates are unfavour- 
able ; and, if he is selling bills based on rates which are 
quoted in shillings and pence to the foreign units, high 
rates will be favourable, low rates, unfavourable. 
The following rhyme, the product of the brains of one 
engaged in this business, is recommended as a useful 
mnemonic. 
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. . . • • 

Just sing this little chorus, * 

And, sing it every day : 

That higher rafgs are for us, 

And low the other way." 

that i^ when quoting umts 
To every^ sterling pouna; 

But with pence to unfls fdreign, 

It's»the*^ other way around. 

•• • 

For then yoi^’ll sing your chorjjs 
Every day, until you die : 

“ That the low ra|es will be for us^ • 

Those against us will be AtaA." 

• * 

• 

Before le^aving this part hf the subject, it mayJjifcfF^ell 
to refer to ^at is in the minds of the economist^wnen they 
say that an unfavotfrable exchange is an encourageni^nt 
to exporters and a discouragement to importers. , 

It has been remarked that when the value pf the imports 
from A country exceeds! the%value at the exports tj^that * 
country, bills are at a premium. It follows, tlierefore, 
that the greater the amount o^the pfemium, the higljer 
will be the profits exacted by the exporters. They draw 
bills for the cost of their shipments to the foreign country, 
and in selling the tills obtain the premium in the rates 
of exchani^e. Plainly, this indicates a diminution in 
profit to the importers, who not only have to pay the in- 
voice price of the goods, but also p^ a premium for the 
remi^tancet they,require to send to theloreign exporter. • 
In practice, the exporters are hardly likely to obtain the 
full extent of the premium quoted ; a proportion, some- 
times the whole of the prejaium, weuld go to the b^ers 
who negotiate the bills. • • 

To complete the examination of thiS*J)art of our subject, 
it is important to refer to th» fluctuations in the rates of 
exchange. * ^ 

Fluctuations in Rates of Exchange. • 

In Chapter IV we sagr that a nominsfl par of exchange 
exists between two countries which have tbe same metal 
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as the basis of thfeir currency. Some reference was^ also 
made to the specie points, which mafk the limits within 
which tho premium on bills rises or falls. Between these 
points exchange Tvill fluet»ia<te, sometinics above, sometimes 
below, the par of exchange, and ^he best statement of the 
theoi'y the writer remembers to have? seen, is thaV laid down 
by Bastable in his Theofy of International Tiade.^' He 
concludes that the limit of exchange fluctuations, in either 
direction, may be fixed by theicost of the passage of specie, 
and the statement is sumrakrized as follows — 

V The upper limit of exchange fluctuatfons is par, 
plus titc . cost of transmitting specie j '•the 'lower limit 
par,, minul the cost of transmitting specie,'*^ and twice 
the cost of remit1;ing ‘specie, as he rightly maintains, is 
the' whole space within which fluctuafeions can nominally 
ta^e place. 

Tlie movements, which are incessant, are affected by a 
variety of conditions, but generally speaking, we may 
say they are governed by Supply and Demand (for bills), 
which in turn are determined by the relative indebtedness 
resulting from the course of tra4e‘ between countries. 
If it were only w'ith trade influences we had to deal, the 
problem of fluctuations would not be difiicdflt to trace, 
but there are other-elements to consider : thus we have to 
take accouht of the currency conditions in vs^rious coun- 
tries. Some have a debased currency, otLers, supposed to 
be on a gold bagis, are continually in the throes of a depre- 
ciated paper currency ; and, l^tly, we have those countries 
whose money is of • metal different from that of others, say, 
gold in one country* and silver in another, and in addition 
to the ordinary movement^ in exchange, it is necessary 
tu say how much* of the silver currency shall be paid in 
the silver-using country in order to confer the right on a 
trader to receive an agreed gold equivalent in one of the 
gold centres — a problem of no little dififtculty when we 
remember that ^ it necessitates oi^r comparing the silver 

» Page 83. 
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pdce of gibld and the goM^)ri«e of silver at any particular 

time. * . * . • 

We will leave the currency problem alone for the present, 
and discuss* the causes upon which defend the demsend 
for and supply of bills. 

In the^st place w^tnight emphasize the fact fhat ehe 
total indebtedness of a natign Jias practically no Effect 
on the exchanges ; it is only wh^ the debts come to be 
liquidated that movements are apparent, and even then it 

will be the balance of indebtidness which will fhftuence rates. 

• 

Trade Conditions. 

• . • 

Trade cgnditions, of Cuuisc, eAcrcise me puicm 
influence upon the Exchanges# singe, as we have seen,^it is 
from the exports amd imports of a country, as shown l?y 
its trade statistics, that the supply of l^lls principally 
emanates. Nevertheless, in dealing with the ^ubjeef 
from the British point of view, we must be dhreful to 
remember that we as a nation (Jraw fetv bills in comparison 
with the vast number drawn on this country, and the 
reason for the excess drawings is easily shown. Merchants 
and financiers all over the world know that a bill of exchange 
on Londoji is readily negotiable ; it is in fact the recog- 
nized international medium of exchange, and, so far, the^ 
bills of no other country can claifi this unique quality. 
BilJs on •France, Germany and othej: European natioiis 
are also drawn and negotiated, and, collectively, their 
number is not small, but they principally represent remit- 
tances for direct shipmeats of produce and mamtfactures 
from foreign countries, •and are coifeequently used only 
in connection with the trade bef^een those countries, 
and hitherto they have not ^een able to compete with the 
bill drawn on London. 

It must not be supposed, however, tnat oms arawn on 
London are solely on account of our own* foreign trade. 
In reality, they are <irawn in connection with the trade 
and commerce .of almost every dvifr^g^ country in the 
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world. Take, for exainJ)le,cthB shipments of tek between 
Shanghai and New York. Payment usually made by 
means of a bill on London, and if an importer in France 
orders coffee from Rio, or cotton i^om NewrOrleans, he 
will, in ninety-nin^ cases" Guf of a hundred, make payment 
thfough.the medium of the Londofilmoney marked. Many ' 
of th^French merchants who send goods*lo China pr Japan, 
wiU, in a like manner,, finance their operations through 
London in preference to any other financial centre. In 
any importknl 'foreign commercial market the names of 
the London accepting bankers are as well known as in 
Gret^,jBritain, and the exportelf has only to take his bills 
to a local' ^jank to realize a better rate than for bills on, 
say, France, Holland, Germany, or the United States of 
Ajnerica. 

Bills on London are drawn, not only for goods, but in 
'oonpection with securities also. This was evidenced in 
the late fhbber boom,'' when bills representing enormous 
sums came forward from foreign capitalists who had 
inVested money in shares, the payment for which had 
eventually to be made in London. 

The fact of our being the only free inarket for gold has 
already been referred to, but what we might term the gold 
basis of bills on London is not the only reason why banks, 
financiers, merchants rnd others in the far distant parts 
of the world" prefer to negotiate them: they buy .♦he 
paper because there is everywhere a ready market for it. 
The bills can alv:ays be transferred to other buyers on 
foreign fnarkets who want them to remit in pa5ment of 
indebtedness to England or some' other country. It does 
sound rather like a thiism to say that this remarkable 
free market in bills on London exists because there is 
always a supply, still the fact cannot be explained away, 
and in the meantime ihe demand continues from every 
part of the world. 

After this rather long explanation, it wiU be quite manifest 
that it is the export and import trade of our own and other 
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Countries whiclj exircisfe •the* dominating influence on the^ 
foreign exchangesi 

Invisibl^Imports and Exports. 

Closely allied to*these trad? ct)nditioiA, we have another 
important influence ^^flich affects ^changes in ^ maiced 
•degree:, we refe/ to what Sir Robert Giffen described as 

Invisible Imports and Export^ — '' invisible " because 
they are not shown in any of the elaborate Board of Trade 
statistics. Under this appellation are iflfflilded all%uch 
items as Jrei*ght and insurance, remiftances for the pur- 
chase or ^ale of ships at •foreign ports, the hire oj^Bsels, 
the drawkigs of captains and masters of shi^|^ expenses 
and remittances <ff foreign •resi^Jents (including nrihtary, 
consular and Government servants) ; bankers’ commissions, 
and so on. ^ 

(If these, doubtless the (ihief item is that connectei wilti 
the sliipping trade. Owing to the ramificatifJns of its 
great mercantile fleet, Great, Britafti holds most of the 
world in fee for the carrying trade, and is, of course, a 
creditor for all its maritime services, although these to a 
very slight extent rniay be offset by the amount for which 
she is dgbtor for the use by her of a proportion of^the 
foreign ships. The drawings for the purchase and sale of 
sliips affect the exchanges in accordance with the centre 
{|pm wWch the bill is drawn, or by ^hat means the settle- 
ment is finally made. The drawings of captains refer to 
the arrangements under which the cost of re-victualling 
or coaling vessels is carried ouh In many cas^ a bank 
at a foreign port is autiiorized to n^otiate the bills of the 
captain drawn on a London hous5,» and the total of these 
bills goes to swell the demand for or supply of r»anpr 
affecting the exchanges. 

Foreign Residents. 

The remittances hnd expenses of, foreign residents are, 
ordinarily, n(?t of great importance •,’^Jiey influence the 
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exchanges of the coujatry'^of risidfente arid ajso these of thep 
native land when the remittances are made to and^ro ; fee 
balance would be sometimes in fafVour of one and sometimes 
in f&vour of the otjher. 

Banl^r^’ Commissions. 

Bankers* commissions are generally regarded as a 
negligible item, but as, in the writer’s opinion, that idea 
is erroneous,' biief ipention rpay be made of them. The 
more important commissions are those paid t6 bankers 
by fdtbign governments and others for carrying out what 
is termed tiif. service of loans,” that i§, the paying of 
th^ foreign government^ coupons on bonds for loans 
issued^ and attending to the multifarious duties which 
the issue of the Ipans and subsequent control of the transfer 
oi th6 fynds entail. It is apparent tfiat the sums involved 
may, in fee aggregate, amount to large figures, and 
when they are remitted the exchange is influenced to that 
extent. 

More than once it has been asked how 9 bill can possibly 
be drawn in connection with the service of these loans. 
A f? miliar example is seen in the case of interaational 
loans. Say three countries, England, France, and Germany, 
lend money tq China, And it is arranged that the pay- 
ment of coupons belonging to certain German fesideiKs 
shall be paid in London. To do this the London bank must 
be put in funds, send Germany,, if desirous of so doing, 
can remil the amount by mean's' of a bill of exchange 
purchased on the Berlin Bourse, ivhich of course affects 
the exchange between'' Berlin and London. China, on 
the other hand, may at certain periods of the year arrange 
to put the British, French and German banks in funds 
for paying the service of the loans in each pountry. The 
remittance may ‘be made by means of a telegraphic transfer 
or by the sending of^ a demand bill,' whichever may be 
cheaper or more ^:;^7enient, and in ally case the transfer 
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of«funds from Clyna*to Eufopl will ultimately affect the 
exchinges between China and the countries named. 

Stoc?i Exctiange*IAfluenoe^* ^ 

The mention of Chiye*se borrowing^ brings us to»a;j^ei^ 
important* influence on the es^hanges, namely, foreign 
loans, but perhaps before we trace the effect of foreign 
loans on exchange, we had b|tter deal with what are calj^d 
the Stock Exchange influence, to w^ich miemational 
borrowings properly belong. 

The accumulation of capital in England and**^ffer 
European centres lenders it a matter of difiiculti^o invest 
surplus funds, that is, if a relftivel^ high rate of inteiies^ 
is to be obtained, an^ consequently, th# operations carjied 
out by bankers and the Stock Exchanges oombined, fre- 
quently affect foreign ext:hai%e rates*when we leas^^.pfcct * 
it. The various stocks and shares are to a large extent 
internationalized, and the business is constantly done t>y 
the aid of telegram ^nd cable : a slight variation in price 
will often mean a stream of orders to buy or sell, as the 
case may be, from onl country to another, and as a result, 
the heavy demands for cheques or sight bills to pay f«r 
the heterogeneous mass of securities |re at once reflected • 
on the exchange quotations. If London has bqpn investing 
in firench •Rentes, for example, the pmrchase of demand* 
bills drawn on France to pay for the securities will depress 
exchange on Paris ; thus, the rate for dieques on Paris 
may be Fes. 25-22^, but*2ls thertf are so many persons 
desiring to remit, there will be competition for the drafts, 
and the sellers, emboldened by the* demand, will offer 
only Fes. 25*15 to the pounJ sterling,^ which is obviously 
an adverse rate to the remitters. ^ 

Some idea of Jthe magnitude of the business in this 
country alone in foreign securities may be gathered from 
the following list of British investments in foreign and 
colonial stocks aftid shkes— 

* ^ 
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^ British *^Po&se&sion1s ‘ 


Canada and Newfoundland 
Australia and New Zealand 
f South Africa . 

West Africa . \ . r . 

Straits Settlements . < / 

^ India and Ceylon . ^ , 

Mi^cefianeous . / . 



^3, WO, 000 
380,000,000 
, 351,000,000 
29,000J)00 
22,000,000 
3^5,000,000 
03,000,000 


Foreign Countries 

£ £ 

United States . 688,000,000 (Turkey . . . 18,000,000 
Cuba. . 22,000,000 Egypt . . . 43,000,000 

Philippines . . ^ 8,000,006' Spain . . . 18,000,000 

Argentine . . 269,000,000 Italy . . . . ' 11,000,000 

M^po . . . 87,000,000 Portugal. . . ,,8,000,000 

Brg^ , . . . 94,000,000 France ** . 7,000,000 

Chile . . 46,000,000 Germany. . . 6,000,000 

Uruguay. . . 35,00p,000ti Other European. 36,000,000 

Peru .... 31,000,000 Japan . . . 53,000,000 

0,^her American. ^2.000,000 China. . . 26,000,000 
Russia . . 38,000,000 Other Foreign . 61,000,000 

* . • »r ' 

Th^'iaterest on these investments has a very consider- 
able effect on the. exchanges : when the payments are 
1 emitted, or coupons sent' for collection*, as the case may 
be, exchange will turn in our favour. ' On the other hand, 
as the late Viscount Goschen was c?rbful to point out in 
his book on the ^'Foreign Exchanges, a country ‘which 
annually has large sums of interest to pay abroad, must 
import so much the^^less or export so much the more. 

The issue 'of a loyn on the London market wjU turn the 
exchange of the country borrowing against this country 
at the time the pioney is paid over to the foreign nation. 
The immediate effect is to incre'ase Great Britain's indebted- 
ness by the amount, of the loan,, but this influence may be 
neutralized where a, large part of the proceeds is used for 
the purchase of British mai\ufactures. An illustration of 
tliL, is seen where u country is raising money abroad for 
the avowed purpose 6f building railways in its own terri- 
tory, The lenders will make great effd'rts to secure in 
the loan agreements the insertion^ of clauses stipulating 

' From a paper by Sir George Paisb, read before the Royal 
Statistical Sociel^f^riecember, 1910, 
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for the purchase of •at least f paft of ^ the constractional 
inatferi*als in the country in which the loan is bfeing floated. 
The influence on the exchange, plainly, may be offset to 
the extent orf such putchases. ^ * 

ife contention of the econonflsts, wim which we need 
not quarrV, is, that ^ foan acts in pFecisely the samg v/^y 
as an import to tlie lending coyijjtry and an export to the 
borrowing country. The reverse is true jvhen the coupons 
or interest on such loans is^paid : the coupons will repre- 
sent an export .from the lendjpg country, ancf are always 
regarded asi an 'immediate liability of the borrowing nation. 
As far as ihe ej:changes with this country are c^^wriled, 
they exercise a permanent influence in our fap^r. 

Most foreign government loans ^re repayable by riip aijs 
of sinking funds, ^d with each repayment of principal 
the effect on the exchanges will be the samp as that occa- 
sione& by the export bf the interest coupons, sjjjpe^the* 
lending country exports the drawn bonds in exchange for 
the remittance of their value by the borrowing nation. , ^ 

Finance Bills. * 

Before leaving the subject of thg Stock Exchange 
influences 4 ve ought to refer briefly to one of the methods 
by which speculators raise funds to enable them to carry # 
through operations which promise a profijable return. 
Heie we have » case where a bill is Actually drawn by a 
banker on his correspondent, who is also a banker, and the 
instrument is known as ^ Finance Bill. The following 
is a very simple instance«df what •occurs between London 
and New York. • 

A broker in New York sees an o^ortunity of making 
money by speculating in sofne of the well-known stocks 
or shares. He goes to his banker imef arranges to deposit 
securities again^ which the banker advances him 80 per 
cent, of their value, and the custom is to place these 
securities in the safe-keeping of one oj the big Trust Com- 
panies, who will* act fdt both parties Th^banker himself. 
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obviously, does not want tft locif up'his^ monef for any 
period of tifne, so under arrangementf previously made, 
he draws a bill, usually at sixty or ninety days' sight, on 
onb of the* London bankers or finance housee. He sells 

1 I 4 * 

this bill on the New Yerk market and thus recou;gs himself 
fo! thecamount lent* to the stockbroker. Whep the bill 
arrives in London it is fic/[:epted by tbe London banker 
or other correspondent, 4who has now incurred the liability 
to pay it at maturity if the Anjerican banker does not put 
him in funds in time to meeyt. Needless to say, however, 
it is to the American’s interest to see that kis London 
coifeifi^dent is put in funds in time to mjet thfi bill, and 
if by chaSfh^ it is inconvenient for him t6 remit •the where- 
with atl to pay the bill at^due«date, what he does is to draw 
another bill of the Viame kind, and ag^n sell this on the 
Wall Street market, and thus procure the necessary funds 
'to bu3;ja demand remit<tance tasend to the London banker. 

As may be supposed, this business is carried on only 
between banks of high standing, and in many quarters it 
is thought that the commission charged for the service 
is not commensurate with the risk involved should a mone- 
tary crisis ensue be^een the date of dYawing and maturity 
of* the bills. 

It will be fairly plmn to the student by this time that 
the effect of the drawhg of any quantity of these finance 
bills on London wfll be to weaken American ’exchstfige 
with London. 

Letters of Credit. . 

In referring to finance bills, * we have almost imper- 
ceptibly touched on**one of the most familiar influences 
whjch affect the foreign exchanges, namely, the Banking 
Influences. Under tljis heading are included all the 
international operations of bankers whifh in any way 
affect the exchanges. 

One of the resulfs of the extension of foreign branch 
banking is the igisreased use of credit'instnrments. Bankers 
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ffnaiK^ loreign craae, ana we may go# a biep lurther and 
say they finance the foreign traveller also. In fact, some 
of the fluctuations in the ‘exchanges are the direct result 
of yie drawng of bills under J:he .various credits issued by 
bankers.* Most of us ^jow that wBen a person is about to 
take a jonmey alyoad, he first goes to his banker«and jfro- 
cufes either a letter of creditor a quantity of circular 
notes. These latter when negcftiated, abroad are sent 
* back to London for encaslfnient, and ther^ is no practical 
difference betyveen the circular notes apd bills of exchange 
drawn in fhe ordinary way. The same may be said about 
the drafts encashed by foreign bankers against l^'^ers of 
credit. * * * ^ 

Travelling letters of crdliit find circular notes# aje, 
however, not the •only form of cre&t which affects the 
exchanges : as we shall see when we come to deal with 
foreign bills, bankers grant letters* of credit in c^nettion 
with the shipment of manufactured goods, produce or 
securities, and all give rise tcp the drawing of bills, v^hjch 
in one way or anather exercise an influence on the foreign 
exchanges. Yet, taken by themselves, the sale and 
transfer of these bills drawn under credits cannot be said 
to exercfte a marked effect, but with the amalgamaition 
of existing banking interests, and ^he practice of setting 
up banks or banking agencies in ^he remote parts of the 
eirth, tSe bill? drawn under bankers** credits are beginning 
to constitute an item of much greater relative weight in 
the scale of the exchanges than was formerly the case. 

Arbitrage. 

Of far greater import, however, is'the way the exchanges 
are manipulated by means of Arbitrage Oper^ions. 
Arbitrage is a subject which caljs for special treatment, 
and writers omexchange prefer to enlarge upon it in special 
books. We may, however, be permitted to make brief 
reference to it in so Tar as it affects wtes. 

A simple form of arbitrage is seen >hen a stockbroker 
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in London, by means of a lil^era! ^peiiditure on telegr^s, 
is able to buy Canadian Pacific Railway sharts on one 
market and sell them on anotheV : he may operate between 
London anS Parisi, or Lopdop and New fYork, or even oarry 
through transactions Wlth'all thre^ centres. If tl?e dealing 
is oetween this counirry and America, he buys the shares 
in Throgmorton Street, London, where they afe che'ap, 
and sells them in, Wall Street, New York, where they are 
deai:. ^ 

When dealing with bills o^ exchange, that is what hap- 
pens in some cases, but more frequently the* operation 
ma]j^ heather difierent. When a banker .is seEing bank 
paper, tne^'^rice at which he is willing to sell depends on 
the price at which he oan fcover his operation, that is, 
prov^ie the funds necessary to meet^the bills he has 
drawn. He may do this in several ways, the only con- 
^ideiatign being the comparative economy of the method 
employ^. Suppose a London banker has sold three 
months’ bills on his Paris correspondent ; to meet these 
when the date of maturity comes rourd, he may cause 
Dutch bills drawn on Paris to be remitted to his corre- 
spondent there ; he ^may even resort to Russian bills- for 
coyar, or, as not infrequently happens, send vhe Paris 
banker an assortment of paper drawn from various coun- 
tries on Franeje. It is <i>imply a case of purchasing cover 
in» the cheapest market. 

As the effect of arbitrage is to restore the equilibrium 
of the exchanges, it partakes somewhat of the nature of a 
levelling^ operation. It will be "^ipparent that bills can 
only be bought cheaply in those countries where there 
are surplus supplies of'paper offering, owing to the foreign 
credits exceeding the foreign debits, and by purchasing 
the surplus bills not needed by the importers, the operators 
do much to preserve the normal ebb and flow of the 
exchange between commercial centres. To take an 
extreme case, suppose Paris exchange; after being at par, 
Fes. 25*2215, for^few days, goes lip by*one per mille 
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iiidour favour, Paris can so«n ^sef this smalf balance in 
favour *of London l^y remitting bills 5rawn on London 
or other European centres. • 

Dealers in« arbitrage, have been descried as persorfe 
spending their time* at the tefej^oae with the object of 
following ^he movemedfc of exchange on the yarioiB 
markets, ^d there* is an element, of truth in the matter, 
judging by the way they watch the fluctuations in rates 
and take advantage of ever]j small deviation. 

Arbitrage operations in a great measure acCoilht for the 
fact that ijie exchanges between ihi chief monetary 
centres tend to keep on a le^el. Short exchange on IJails, 
for example* may move from Fes. 25-16 to Fes. 2,^Jl) to £1, 
and almost immediately the rate ijj Paris on London* '^ll 
move in unison. The reason is to be^ound in the very 
free use made of the eable. If we quote a Jpetter eheque 
rate than Paris, there \till akvays be exehange dealers ^n • 
the alert to take prompt advantage of the favourable 
exchange. With the longer usance p^per, however, there 
is often a suspicion of speculation in the dealings ; wftli 
cheque rates the oufeome is fairly certain, as the following 
example will show.* An operator in exchange, being 
desirous of .making a turn on the rates, and judging tlje 
present to be an opportune moment, wires to his Paris 
friend : “ At what rate can you dr^ cheque £10,000 on 
London ? Th% answer comes badf ; “ 25-*20.'’ If the, 
rate in London is favourable, say, Fes. 25-16 = £1, the 
Londoner wires the reply, “ Draw,” and immediately the 
Frenchman draws a cheque <or £10,000 on London aiM sells 
it on the Paris Bourse for Fes. 252,000 (£10,000 at exchange 
25-20). At the same time the London operator himself 
draws a draft on Paris for Fts. 252,000 and sells it on the 
market here, or, as is often the case, he*has a client wisEIhg 
to buy demand on Paris Fes. 252,db0. Now the person 
buying the draft for this amount in London* will have to 
pay sterling calculated^t the London rate, Fes. 25-16 = £1, 
say, £10,015 18a.; therefore when the* d^aft for £10,000 
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arrives from Paris, tbfe L6nden ‘banker has 18s. of'/er 
and above the amount required tq meet it, and this 
balance, minus the small charge for stamp and his corre- 
spondent's commission, will represent his profit on the 
transaction. 

^ Similar operations will be caifted out by ot;{ier dealers, 
and* other things beings eqiial, the immediate effect of the 
total drawings will bei to equalize the rates between the 
two countries. 

The ca^s'^e have quoted are, it should be noted, merely 
hypothetical, but they correctly describe’ the principles, 
aiid». 3 ^en the operations are' extended oyer t\vo or three 
centresS'^ is easy to perceive the influence an the rates 
of ^exchange. , o 

Arbitrage is, however, a difficult business, and one which 
cannot be treated satisfactorily within the range of this 
beok. The students who has mastered the fundamental 
principles of foreign exchange will be well-advised, 
therefore, to supplement .his reading by reference to one 
^br other of the standard works on the subject.^ In view 
of the importance of this branch of foreign exchange no 
apology is needed for quoting the following extract from 
9 recent article in the New York Financier : it is a useful 
summary, and shows that our American friends are fully 
alive to the importai.cc of arbitrage transactions — 

< ** In conducti*.^ such operations it is essential thal, the 

banker shall be advised, through the cable, of the varying 
conditions of“the markets^, abroad. In such markets 
as Paris and London, wher6°the exchange transactions 
are always large,'' rates often fluctuate sharply, and con- 
ditions change *' frequently. Therefore, though the 

situation may be favourable one day it may suddenly 
become adverse, necessitating some modification of the 
method of arbitraging. Moreover, i^ frequently hap- 
pens that after a successful negotiation has been effected 

' Two useful works are : Arbitrages \t Pariiis (0. Haupt) and 
Bank Notes, Monr-yies ei Arbitrages (E. Kauffmann). 
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4)y banker the r&tflt of privai^ information, his 
competitors may be advised of the favourable conditions 
prevailing and they also rfiay draw in a similar manner. 
H^ce eac^ oper£^to» seeks Jo obtain fftr him*self alone 
all possible information regarcling changes which are 
likely ta affect l^s business. Sometimes a banlser.may 
* find, upon calculation, that 4t will be profitable to con- 
duct arbitraging of exchange t^etweeij three or more 
points ; in such cases t|ie conditions ^t each of the 
points must first be ascertained and^calculations have 
to be ma(fe with the utmost care. Occasionally in drawing 
bills th® banker, in order to take advantage -arhi- 
traging operations, will transfer credits, tl:.f6ugh the 
cable, from an adverse centte t (4 a point favourabletfoj 
his purpose. Indeed, there are v(Sy many ways, by 
whjch arbitraging can be profitably tonducted by 
bankers having the requi^te facilities and the npcesslry* 
skill for such operations. It will be observed that 
operations in arbitraging of exchange require the servjp^ 
of men of the largest experience, and hence the business 
can be conducted to advantage only in the most tho- 
roughly equipped* offices. The exchange student who 
enjoys c^portunities for practice in such offices and has 
the determination to qualify himself for this branch • 
of exchange work by acquiring^ff^nowledg^ of all of its 
i^ltricate details will have no difficulty after such qualifi* 
cation in securing advancement. The field for opera- 
tions in arbitraging of# exchange is* continually and 
rapidly broadening, antf there Will probably always be 
a demand for the services of men capable of taking 
positions as managers of exchange houses or 
departments.” ^ * ^ ^ 

Among the banking influences, there is one other 
factor, which is^ierhaps the most important of all in view 
of its far-reaching effects on the principal European 

^ Fj, Eschg^r in Canadian edition of Modern Business 

(vol. viii). " Banking Practice and Foreign Exc^iange." 
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and American exchanges, tKat Is/ the t)anl:ers' investmerfts 
in bills. 

Bankers* Investments in Bills. 

As far as London banks are concerned, bills of exchange 
form, one of the principal items oh the assets side of their 
Balance Sheets. The bilis.are an admirable liquid security, 
and the reason they art in favour with the bankers is, that 
they may be held in proportio is to mature at certain fixed 
dates convenient for the c?sh requirements of the banks. 

An examination of the contents of a London banker's 
portfolio would reveal two classes of bills, (a) those arising 
from th^^urely internal transactions, those emanating 
from the foreign trade of the country. The first class is 
well known to tho^e engaged in the home trade of the 
country. A merchant may receive from a customer in 
payment of goods air acceptance' at, say, three months' 
date, and if he and the acceptor be in good repute, the 
banker will discount the bill for a small charge, place it 
in the bank’s portfolio, and there it will remain until 
maturity, since it rarely, if ever, happens that a British 
banker re-discounts such paper. The 'Second class embodies 
those bills drawn from abroad on this country an-d accepted 
here by London or other British firms. When completed 
the bills are sold to ,iic bankers, who hold them in the 
'same way as the ofii'er bills. f 

Now while British bankers in London invest in bills 
payable in this 'country, they are generally averse from 
holding bills payable on othef European centres : some 
even go a step further, and refuse to have anything to do 
with paper bearing the names of acceptors whose principal 
pl^re of business is abroad, *br the major part of whose 
assets are not available in Great Britain. 

The bills in which the London bankers invest, once they 
find their way into the bankers' portfolio, can have very 
little effect on the foreign exchanges, but the case is 

different where "foreign bankers are concerned. They, 

\ , 
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far various reasons, are conteni lo nsjj lunas in the pur- 
chase of what aref to them, foreign bills, and at most 
periods of the year they hotd an assortment of bills on all 
the principal Europ^ea* centrej. ^ * 

Their derations may be dividad into two sections, 
(1) the imjestmentjn^ilis as a mean^of attracting* gpld ?o 
the country in which the bankers-are domiciled, (2) invest- 
ments in bills for the purpose of obtaining an interest 
yield higher than can be h^l if bills on th^r own country 
are purchased. 

As regards the first class^ the reader will readily under- 
stand the .powe^; conferred on the holder of bills drawn on 
one or other of tKe ^old centres : assuming the "oills to be 
payable in London, if the bcftikei^ of the foreign nataoQ 
resolve to draw goU from us to replSiish their resenves, 
nothing is more simple than to send the bills to London 
and sell them on the market in exchange for bankmofes.* 
These will be presented to the Bank of England and pay- 
ment made in gold, which is then pacl^ed and shipped, tp 
the country that formerly held the bills. As an alterna- 
tive, the bills may be sent here for encashment at maturity, 
and funds then withdrawn from Londo^i ; and, as we have 
seen, it does not always follow that the rate of exchange 
is against London when gold is witMrawn from us. 

As a matter of fact, the centraH5toks in soane countries 
are^ speci^ly empowered to invest a* proportion of theii* 
assets in foreign bills, for the express purpose of mani- 
pulating the foreign exch|.nges. The Austro-Hungarian 
Bank, to which we shall fefer later, may be quoted as an 
example. The Austrian !aws which governed this bank's 
note issues before the war, permitte3*of its holding a part 
of its assets in foreign biU§, which ^were utilized ^jjen 
occasion arose for the steadying of exchange with London 
and other centre^. When the supply of other remittances 
was exhausted, it was really this bank which stepped in 
and filled the breach \fy selling its foreign bills to meet the 
Austrian demand. 
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Just how many foreign the A^stro-tlungarian 
Bank held at the outbreak of the war it is impossible to 
say, but there is no doubt that many thousands of pounds 
worth were proifiptly realized. During the w^r, of course, 
there was no direct quotation with London, but some idea 
ol th^ extent to which exchange depr^^ciated was pbtainable 
from figures given in the Mconomist of 6th March, IQIS, 
when the rate, based on the parity of a neutral country, 
was given as Kr. 31.33, and casnparing this with the Mint 
Par given on page 24, Kr^ 24.02, we see that Austrian 
exchange was at that time quoted at over 30 per cent, 
discount. For the time being, therefor^e, Gpvemment 
control of^ihe foreign exchanges was a ne'gligibk factor, and 
$ince the war the valug of vhe Austrian Krone has fallen 
to an unprecedentM low level. 

The foreigir. investment in London bills in order to 
ob'caiuta high rate of interest is more of a bond fide nature. 
The operations are usually seen when the rate of discount 
for first-class paper is higlv3r in London than in the foreign 
centre. Say, the market rate of discount here is 4 per 
cent., and in Berlin or Paris 3 per cent., bankers on the 
Continental markets will at once seek to obtain the higher 
yceld on their funds by making purchases of bills on the 
London market. Tjie foreign banker in this case takes the 
place of the London Tuknker as a discounter, but in the 
‘converse case Britisli bankers show no inclination to occupy 
the Frenchman's or German's position. It seems to be the 
golden rule in London to refrain from embarking funds in 
the purchase of Continental bill^, no matter how attractive 
the rate of return. For instance, if the market quotation 
here is 2 per cent., and in Paris 3 per cent., the reader may 
look in vain for British investments in bills on France. 

Apart from the higher interest, the chance of making a 
little extra profit on the exchange is alw^ays an attraction 
for the foreign dealer. Although the bills are said to be 
for investment, ye^, if the banker sees a favourable oppor- 
tunity, he is quite ready to dispose of tliem, and in some 
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cas§s,inotably \VJiere tne rate ot interest in London falls 
before the* bill has hiatured^ it may suit him to realize his 
profit by selling the paper at once. It will bg apparent 
to tfae reader that* w^e are rtfersing to^ the purchase of 
three mo«ths' bills, osj in the lan^age of the market, 
Ipng exchange. iVcoficrete case will elucidate this* matter. 

In Chapter V, we saw how tlfelong and short rates were 
calculated, and by an application of the rules there given, 
we can show how the deal5 makes his profit, ^ • 

The cheque rate, Paris oi^ LondoUj^ in our table was 
quoted about Fes. 25T7; consequently, the long rate ^or 
bills on London ^ill be, approximately, Fes. 24*92, since 
if we are m the foieign centre where currency is qvioted 
in foreign units to the pound ^erlijig, interest at ‘the 
London rate is decfucted from the short quotation (say, 
25*1% minus three mon^is’ interest at 4 per Cent. . . 24*92),^ 
showing that less is paid for a three months' bill ';han for 
one payable on demand. At this r^te a three months' 
bill for £100, Paris on London,Vould cost Fes. 2,492, and 
if we assume that during the tenor of the bill there is no 
alteration in the cheque rate, Paris on London, at maturity 
the French banker can sell it as a clique, or sight bill, 
at the short quotation, say, Fes. 25*17 to £1, and thus i?et 
twenty-five francs as his profit, we prefer to call it, * 
interest on his original outlay at t?i^ rate of 4 per cent, 
per annum for three months. In comparison with this* 
French bills held over the same period would show 1 per 
cent, less, as the rate was jfnly 3 per cent, per annum. 

There is, however, a^ element of uncertainty about 
the quotations, which to the more cajij:ious British bankers, 
makes the operation savour ^of speculation. There is just 
the chance that the cheque rate may «.lter a point or<wo, 
or the rate of interest in London change. For example, 
when the bill fCU due, our Paris friend might find short 
exchange quoted at Fes. 25*14, and all the bill would fetch 
on the market^ woul^ be Fes. 2,5 14J which brings his 
interest down to 3*13 per c^nt On the other hand, if 
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the short rate goes up before the matift-ity of the biD, 
the return increases proportionately. ' When Continental 
exchanges^ are low and London interest rates high, there 
is thus an inducement fqp ^he forefgnors to invest in our 
b||ills. The prospect of higher fj?terest, plus «a chance 
profit on the exchange is obviously »an. incentive to those 
bankers willing to take thd risk, and long years &f dealing 
have demonstrated that they are fairly safe in bu 5 dng 
biEs under the conditions indicated. Only in exceptional 
circumstances wil<^ the quertations fall considerably; in 
orjlinary times, in fact, the chances are against* rates going 
below export specie point, and, appreeiating' this, the 
bankers rest secure in the hope that, a slight ’rise in the 
rat^s may occur, apd s6 enhance their profits. 

This, then, is why, when our intetfest rates are above 
those ruling iA foreign centres, and[,the exchanges on* those 
countries are low, a heavy investment demand for bills 
sets in from the Cqntinental banking and finance houses. 
^ The manner in which thele operations affect the exchange 
with London is rather a long story ; ’therefore, it will be 
convenient to discuss the subject in^the next chapter in 
connection with Bt:nk Rate and market rate of discount. 



CHAPTER Via 


BANK RATE AND MARKET RATE OF DISCOUNT IN 
CONNECTIO]^ WITH ThI rCUfTUAfflONS IN 

THE FOlfeiGN EXCHANGES 

• 

In the la^ chapter we laid no ^tfcial emphasis on the fact 
that in the purchasing of bills on London it is the market 
rate of discount which is ta\en into account by Jfie foreign 
dealers, and one imagines th% student saying, “ Why is 
it that the^ank of England Rate is not of importance ? " 

Bank Rai;e. 

The reason is this. In mo5t oi these transactions, •th^ 
foreign banks buy only first-class bills, and if at any time 
it bei:omes necessary tj turn the bills into fash, they will 
be discounted on the Loncfon mail^et at the lower r3te, 
which is invariably the market rate.^ Bank Rate, which 
is the Bank of England's minimum rate for discounting 
bills, is usually a trifle higher than the market quotation ; 
not because the Bank declines to discount, since in practice 
bills will generally Se discounted for its chents at about 
the same^ates as can be procured on the open marl?^t, 
but because the Bank of England ^the custodian of the • 
nation's principal gold reserve, Jts minimum rate is 
bdfeed on the ^eater or less need thefe is to protect this 
reserve from the inroads which may be made into it. We 
have seen how these encroachments aJe possible^ when 
foreign bankers sell the* tills thfy have previously pur- 
chased on the London market. Op the other hand, the 
joint stock banks, the bill-brokers, an^ the discount houses, 
are not at present under the*liability ^0 keep large tangible 
gold reserves ; consequently they arg able to work on lower 
rates. Nevertheless, they are all more or less dependent 
on the Bank of England, and the premief institution is 
usually in the positio^h to exert its influence when needful. 

How this is done is best seen by examining the effect of 

• * * 
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an increase in Baxi^ Rate uponf the ot'ner pperators^in the 
market. 

In the first place, it should 'be borne in mind that the 
Bank of tnglanxi allows n(^^ interest ^n mon 6 y depo;^ited 
with it ; the joint stock banks for^heir part, allow interest 
af li. per cent, per 'annum below Igank Rate, .while the 
bill-brokers, discount housec, and the like, pay^a rather 
higher rate of interest ‘Lhan the joint stock banks. 

Xhere are other rates of intf.fest in the money market 
which bears a direct relation) to Bank Rate but the three 
we have enumerated are sufficient for our purpose. 

As most people are aware, the bill-brpjcers work on 
capital loorrowed from the joint stock banks, ‘which also 
lgn(? large sums to the^Stock Exchange on similar terms 
to those governing loans to the bill-brokers and discount 
houses, namel3^ at call or short notice. The amount^ lent 
but in this way is that obtained by the banks from cus- 
tomers’ deposits, and whenever the Bank Rate is raised, 
tjie, interest allowed by the joint stock banks also rises. 
If, then, the banks are obliged to pay mpre interest to their 
clients who deposit funds for var3dng periods, it is only 
natural that they phould exact the 'difference from the 
dailers to whom they lend their surplus eash. The 
. incidence of this charge will finally be shifted by the 
brokers on tp the pei^oris for whom they discount bills, 
iLiuch in the same' way as taxation on ♦commodities* is 
shifted on to the consumer. 

In practice the process does not always work out so 
smootlily, and it is then* that thb Bank of England resorts 
to other expedients.' 

When gold is leaving the country, and further exports 
of tlje metal are threatened, if sometimes happens that the 
market rate of discount does not respond to the increase 
in the Bank's official minimum : the By nk of England 
then takes steps to compel the other interests to follow 

its lead, simply by^ stopping, or limiting the supplies of 

1 « 

^ The London Money Market, by W. F. Spalding (Pitman). 
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lcfanab]e capitals which ar^ available ior bill discounters, 
stoclcbrokdts, and other borrowers on the short loan fund 
of the London money market. There are various ways 
of ds?ing this, but i^i principle^ th^ all cdme to the same 
thing : tljat is, the Bapjc of EnglaiM bjf deplenishing the 
amount of loanable i^pital on the ihoney market, forces 
the •joint ’stock banks to call in* the loans from the brokers. 
The market is then said to be in whnt of money, or, to use 
a colloquialism, in the Bhnk.'* There vgU be difficulty 
in selling bills of exchange, oir in borrowing on securities, 
and as at shch periods mos^ financiers consider it advisable 
to increase theij^tock of money, they will call in all the 
loans they* conveniently can. The banks for their part, 
feel it incumbent upon them tdhold less securities andmoi^ 
cash, consequently»the brokers and discount houses are 
for the moment at the^end of their tether. tAs all else has 
failed, they are practically •obliged* to go to the Bank* of 
England for assistance. The Bank then supplies them with 
funds by discounting short billst with not more than fif1;eqp 
days to run, and by lending them amounts of money for 
short periods against the deposit of satisfactory security. 

In such circumstances, the Bank of#England is able to 
exact suitable rates, and as the borrowers are made •to 
pay a higher price for accommodati(^ the natural sequence • 
is for the market rate of discoulirtto go up, as the bill- 
biT)kers are pfetty sure to recoup •themselves for the 
additional cost of the funds which they employ in the 
market. In 1915 there was an instance of this 
manipulation of the LoTicion mdhey^ market, without an 
increase in the Bank Rate. During the second week in 
March, 1915, the Bank of England’s |old reserve, although 
large, was in danger of ha^ng calls ^ade upon it ^wing 
to the huge purchases of war m£j:erial by this country 
from neutral states, and with the low discount rates ruling 
there is no doubt gold would soon have left the country 
in large quantities. Immediate actionrwas therefore taken 
to effect a scarcity oTinoney here, and so by causing higher 
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interest rates, mak^ it more profitable to aeave money for 
employment in London than to draw it away to foreign 
countries. In the case under discussion the Bank of 
England and the clearing l?anks wer^ jointly concerned 
in the operation of rvducing thej existing credits on the 
market; The Bank of England tool^Jarge sums of money 
off the market, and the* joint stock banks called in their 
loans to brokers, Then when the bill-brokers required 
to ^borrow again, higher ratesr.were exacted for loans at 
call, and the result was seeij in a sharp rise in the value 
of short money, to which discount rates quickly responded. 

i'he interconnection of Bank Rate a|id market rate, 
now being apparent, it is easy to see how closety the Bank 
]^at«e‘ is allied with the question of foreign exchange. The 
higher the interest rates ruling in London are above those 
in the foreign centre, the greater will be the investments 
m bills, Jrom Continental baiikers, and, what is perhaps 
more important, the less incentive will there be for foreigners 
tp ^end long bills to London for discounting. As every 
foreign purchase of paper means the provision of funds, 
the outflow of gold will be checked, and the exchanges 
turned in our favqpr. 

■The Continental investment in bills on London may 
c continue for some ti^ie, more or less spasmodically, it is 
true, until exchange mcs rise, or until there is an influx 
of gold into London: Then we see the reveise action : with 
exchange rising and interest or discount rates low here, 
the foreign bankers generally, realize their holdings of 
London bills, and almost immediately the exchange drops 
or the rise is checked, and gold imports cease. 

Movements in ou'r Bank Rate are always closely 
note^ abroad, and ^ the following comment, brought to 
the author’s notice a{jter this chapter had been written, 
is interesting, as showing how thoroughljj the Americans 
are in accord with Goschen’s expression of the theory : 

“ Much is said of the influence on the rate of exchange 

and on the flow of gold, of the Bank of England 
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*disc(junt rate.' If’the BsChk of Englajid, because of too 
rapidy •expanding loans or because of depletion of 
reserves, raises its rate 6f discount, being followed in 
this move by the pther Engl^h banks, ifs doing so has a 
tendency to lower tl;# rate o^ exchange in England on 
the United States %nd other counties, and to mige tSe 
r^te in* the United States ^^nd elsewhere on England. 
It has this effect because the increased interest in Eng- 
land tempts to investififent there rathgr^th^n in the 
United States. English banks are more likely to invest 
current funds at home, ^nd may even draw on debtor 
banks in tli^ United States and other countnes. 
Americah and other banks may be tempted to make 
short term loans in England or«to hold, or to have iie^ 
until maturity, long bills which tfiey would otherwise 
hatve immediately discounted. This holding of drafts 
until maturity will comI)el thefti to buy more dr^ts 
on England than otherwise would be necessary, in order 
to maintain their usual balances. The general rq^^Jt 
of a high discount rate in England is, therefore, a high 
rate of exchange on and a flow of gold to England. 
Similarly, a sharp rise in the discount rate in New York 
would ffend to produce elsewhere a high rate of exchange 
on New York, and would tend tg cause a flow of gold- 
to New York.” ^ " • , 

From a consideration of these facts, we are able to appre- 
ciate the intimate connection a change in the Bank Rate 
has with the movements^of foreign exchange : tl^e effect 
of raising the Rate, and the subsequent manipulation of 
the money market, is to create an artificial scarcity of 
money and at the same time cause a depreciation in the 
value of bills of exchange on the London market. «A fall 
in the price of bills attracts invest trs from abroad, and as 
the result of th^ir purchases of paper, an adverse exchange 
is turned into a favourable one — ^using tlie word in its 
• ^ 

' Internationai Trade, and Exchange, H. G. Brown (New York), 
page 134. 
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widest sense. Indeed, the ultimate outcome of dealings 
of any magnitude, is to draw gold from the foreign centres 
to London, and without entering into the question whether 
or not the accumulation of (huge goM reserves is the fetish 
that some cavillers cl^m it to be:» we have always before 
our eyes the indisputable fact thr^,t .when the Central 
Reserve is adequate the monetary position of thfe country 
is more satisfactory. 

We need not. go further into 'the question here, but suffi- 
cient has been said to enable the reader to understand 
that, other things being equal, the adjustmenf of interest 
rates in practice aids and abets, or rather^hrings into being 
the compensatory influence of the investment ‘business in 
hill? of exchange, a business which is so well known to 
those who watch the monetary movements, that its 
action has come to be regarded as. a sort of pendulum of 
the' foreign exchanges’: it stfeadies the fluctuations and 
exercises a most powerful effect on the import and export 
o^f gold. 

Apart from the benefits said to acci?ie from the mani- 
pulation of the Bank Rate of discount as a corrective to 
an unfavourable exchange, the economic effects of a too 
frdiiuent alteration in rates has sometimes beeil called in 
question, and, althoi^^h the subject is hardly one which 
concerns the . student C>t 'foreign exchange, brief mention 
ought perhaps to made of the view tak^n. 

Summarized, the opinions expressed amount to this, 
that if gold reserves must be maintained, then other steps 
should be taken to protect them!: In this connection we 
might refer to the French policy. Prior to the war the 
Bank of France, when the circumstances required, used to 
exercise a right it Ijad under the monetary convention, 
called the " Latin Uiiion,'’ to make payment in silver 
in five-franc pieces, instead of paying out gold on demand. 

Whatever bb the merits or demerits of the respective 
systems, it has beck proved that tfie French bank rate 
in pre-war days tended to remain very steady at about 
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S^er cent., andiin tfiis itspec/compared favourably with 
othet ]^uropean ratos. For instance, the Bank of France’s 
rate from 1876 to 1909, with thirty alterations, averaged 
3-13^ per cent.; over .the same period, 4he Reichshanli 
changed its rate 12? tirijes, givii!^ an average of 4-11 per 
cent. ; while the of England's rate was changtM 

200 4imesj which gives an avesag® of 3*28 per cent. ;* from 
which it follows that French commerce benefited to the 
extent of 0-98 per cent, oiter German industry, and 0*15 
per cent, over British industry. ^ ♦ 

1 Cf. the Atithor's review in the Economic fournal for December, 
1913, of " Huart’s Organisation du Credit en France." » 



CHAPTER IX 

A u 

THE MONEY 'MARKETS OF TEF WORLD AND- THE 
GREAT WAR -i ■ 

War is hell/' wrote one of the active service men, 
face to face witli the awful (Jpvastation wrought by the 
Germans thiir advance through Belgium. The expres- 
sion is a strong Oi^e, but applies with equal force to the 
financial havoc brought about by the war, and in no direc- 
tion is the ruin, the disgrace, the woe ol war ^nore faith- 
fullv reflected than in the world’s money markets and the 
foreign exchanges. So delicate, in fac^t, is the mechanism 
of the money^ markets, and so close is the relationship 
•.^e+ween them and the foreign excuanges, that the latter 
may always be taken as a trustworthy index to the mone- 
tary condition of the various markets. It will be inter- 
esting, therefore, if we now examine some of the effects 
of the war in the light of the monetary problems with which 
we have been dealing, and endeavoui to see how far the 
rej^ults confirm the theories we have enunciated. 

One of the first signs of the imminence of a war between 
two nations having hj^'-Tiate commercial relations, is the 
^peed with which .the merchants and financiers of the 
respective countries try to realize their opposing claims. 
There is an eagerness to collect foreign debts, and to dispose 
of all tangible securities in exchajrge for gold, and the more 
strained the tension between the two countries becomes, 
the more pronounced will be the desire to convert foreign 
claims into cash — at a greater or less sacrifice. This 
liquidation of claims will grow in intensity until diplomatic 
relations are broken off between the resjgective nations : 
it will not even cease at that point, for immediately war 
is declared and hostilities commence, the claims of the 
belligerent nations will be dumped Lpon neutral markets 
94 
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for realization, tntirau ar® suneitea win the many and 
varild^forms which foreign indebtedness takes. At this 
stage, having reached the limit of their receptive powers, 
the neutrals become in^^olved iji the finandal stfain which 

at first merely affected ^he coun^Aei which are at war. 

• • • 

Go^i Movemextts^ 

The great European conflict, a& it happened, came at 
an awkward moment for ftll the Continental centres. 
certain amount of depression ^ad been evident as far back 
as 1913, and even at that period the financial condition 
of the world’s markets was far from satisfactory. Con- 
tinental markets ^ere in general overloaded with se*curities, 
and a great many more issues hc\4 been floated on* ^he 
London market th^n the British iflvestors were able 
comfortably to absorb. During the early jiart of 1914, 
however, a turn for tlTe better took place ; gold flowed' 
into Paris from New York as the result of French realiza- 
tion of securities, and the Bank of Ehgland, for its part, 
was able to procure a sufficiency of the precious metaf. 
Money rates dropped correspondingly and ease prevailed 
in most centres for* some time. But, towards the end 
of May, the tide began to turn, the Bank of England's 
reserve fell to a lower level than was liked, and at the same . 
time a great demand for gold sprang 'kp from the Continent. 
Frtnch exchange was against England during the whola 
of May, while that of Berlin was favourable to London, 
yet, according to The Times Financial Riiview of the year, 
out of the gold arrivals «ifi London amounting to nearly 
£26,000,000 sterling, the Bank of England secured less than 
£7,000,000. The amount sent to Prance and Germany 
was about equal to the expf)rts to the Continent for the 
whole of 1913, and although it was reported that ifussia 
was the ultimate destination of a portion of these Contin- 
ental purchases, there is no doubt that thcf greater part 
found its resting-place in the vaults o^^the Central Banks 
of France and GermaJiy. 
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The influence of these gold sliipments was soon reflected 
in the exchanges. The quotation, Berlin / London, moved 
from one per mille in our favour (M. 20.44|) on 4th April, 
1914, to 3^ per liiille in our favour (M. 20.49|) on 30th May ; 
on 23rd May, it might' oe remarked, the quotation was 
iiL 2Q.50i, very near the rate at which the Bank of England 
should gain gold at the eiipense of the Reichsbank, namely, 
M. 20.53. 

French exchange, examined over the same period, 
showed several variations, but towards the end of May 
was only slightly dgainst this country. 

* American rates were persistently in our favour the whole 
time, and as we have stated elsewhere (page -38), at one 
perod New York's excess imports were being paid for by 
gold, the adverse exchange being due, .partly to the failure 
of the main , crop, and partly to the fact that specula- 
''Won was then at a very low ebb ‘‘in the United States.^ 
There is little doubt that the European demand for gold 
was making itself felt in +he United States, for it has to 
be recorded that during the first halj of the year 1914, 
the Continental demand for gold was greater than during 
any one of the thr'^e preceding years,* and the intensity of 
tfce demand for the metal, coming at the same time as 
• other adverse circumstances in the United States, caused 
rates on the three pni^cipal European centres to go against 
‘New York. Exchanges generally were against America, 
and the rate, New York-London, on or about 13th June 
was quoted $4.89^J to £1, that is six per mille in our favour. * 

Despite this almost unprecedented ingathering of gold 
by the Continental nations, there does not appear to have 
been any actual uneasiness until the turn of the half-year. 
Then the Austro-Servian imbroglio began to take definite 
shape, and the influence of the strained relations between 
the two countries was immediately seen on the London 
market by the hardening of discount rates. 

* Cf. Economtst, June, 1914. * 

■ It is interesting to note that New Yofk-Loijdon Exchange was 
quoted by the Economist at par on 4th April, 1914. 
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•Then, on the\18th Jufy,»the news leaked out that the 

Dreadifer Bank wa^ selling its securities and advising its 
clients to act similarly. This, as the late Sir Edward Holden 
remarked,^ was considered tj be the first s5mi-official 
intimation of a pro!)ablf Europftin •convict. 

The climax was re|Lcfied on 28th ‘July, when the fear 
of war gave place* to certainty, ^and discount quotations 
at once jumped to 4 per cent, for three rqpnths’ bills. 

The foreign exchanges al along had indicated j:he drgin 
of funds, and the real gravit}^ of affairs on file Continent 
was shown •by the rates current on the* 28th July. Paris 
cheque, for instance, was quoted 25f. 11-12 c., Brussels, 
25 f. 28-30 Berlfn sight, 20 m. 53-55 pf. ; Vienna, sight, 

24 kr. 30-40 h. ; Anisterdam, ^2 fl J4J-15J c. ; while ‘New 
York wired " Cable.Transfers, $4.90-4^93 c.'' # 

Before going further, we may be permitted to make 
a digression and refer l?riefl}»to the -situation in which thC' 
principal money markets found themselves on the outbreak 
of hostilities. * • ^ ^ 

Condition of Mbney Markets. 

Paris, it is evideht, was caught between Scylla and 
Charybdis k she was embarrassed by her holdings of shost- 
dated securities as the outcome of operations financed for 
Turkey and the Balkan States, aii4^efore she could rid 
heKelf of this incubus, she was caught by the serious- 
effects of the monetary crisis which had spread to all 
classes of society in France. Gold disappeared as if by 
magic, and heavy calls wfere made on all the banks in 
France for cash. To steA the tide, on the 31st July, the 
Bank of France raised its rate from 3% per cent, to 4i per 
cent., and its rate of interest on advances from 4| per 
cent, to 5i per cent. ^ 

Berlin evident^y anticipated the worst : there was great 
pressure everywhere for gold, the banks ^ere literally 

^ In his speech to the shareholders of r^e London City and 
Midland Bank, 29£ti January, 1915. 

«— (isas) / • 
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besieged, and what may be'lenned as a great run took 
place on the Reichsbank, which is said to have ^pasted 
with gold to the value of Mks. 200,000,000. The exact 
fil^res ard* not forthcoming^ but tantamount to admitting 
that the withdrawal erf gdld had t)een on a gigantic scale, 
is*^ the fact that a measure was so(j^ passed prohibiting 
the Bank from paying any more of its gold for notes. . On 
31st July the Rpichsbank was forced to raise its rate of 
discount Jrom 4 per cent, to 5 per cent., and its rate of 
interest on aclvances from 5. per cent, to 6 per cent. 

How far foreign^ exchanges went against Germany may 
be gauged from the remarks of the Economist's Berlin 
correspondent, on 30th July, 1914. tondop and Paris 
cheque rates," he says„ " have risen to an almost unpre- 
cedented height, ahd gold could no^^ be exported with 
profit to both England and France. Movements of 
“Change are attributed partly to* the fact that England 
and France are withdrawing their balances from Germany, 
Austria and Russia*! whil^;: the capitalists of these latter 
countries are sending money abroad, especially to England, 
in considerable amounts." 

As far as the Berlin Bourse was c6ncerned, it is inter- 
efting to recall that, by order of the President, from 
, 31st July no prices were fixed on the bourse, and although 
it was announced " transactions were confined to 
•cash basis," there was no business at all iasecurities. ( 

Of our own position it is necessary to speak more fully. 
It goes without srying that London early became involved 
in the great financial eatacl 5 rsltt. Immediately after the 
outbreak of war between Austria and Servia, discount 
rates were quite nominal, ^ and owing to the great difficulty 
in placing bills, the market was temporarily paralysed 
for want of funds. Dealers on the open market were all 
the more crippled by the banks calling in ^heir loans, and as 
a result, the ISll-brokers were forced to seek accommodation 
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by borrowing irom» the* Bank of England and selling 
to it ^ short ” bill^. This wa^ on 29th July. By the 
30th July the London Stoek Exchange was in the toils, 
finding itself unable to absofb the large quantities of 
securities which haii be^n forced *on ther market from all 
quarters, and the severity of the strain led to th& closing 
of the Exchange on the following morning, until further 
iJbtice. • , 

The drain on the Bank ^f England's stock of^gold bas 
already been referred to, and o|i 30th July it fiecame neces- 
sary to tali« precautionary measures bjf raising the official 
rate from 3 per cent, to 4 per cent. The demand on the 
joint stock, banldj, however, continued unabated* and in 
consequence, loans were called up^in all directions, wkicjj 
simply meant that f^ie discount broker? were again obliged 
to go to the Bank of England for assistance. • At the outset 
the Bank discounted their short bills at 6 per cent., bat 
as the day went on, the pressure increased, and in pro- 
portion to the borrowings the, Banl(? raised its charges^ 
until 10 per cent, was charged for discounting bills with 
about fifteen days to run. On loans for a week, the rate 
was still higher, as fhuch as lOJ per c^nt. being charged 
and paid. • The rot had set in, and to check it drastic 
measures obviously were necessary, ^therefore the Bank 
took the unusual step of altering ijs Rate on a Friday, 
advancing it ta 8 per cent. LonSon borrowings were* 
not the only reason for this action ; it was quite as 
much due to the heavy withdrawals w©f gold from the 
Bank for foreign accountf for during the day (31st*JulyJ, 
no less than £1,204,000 Vas taken for shipment to the 
Continent. • 

As The Times remarked f)n the following day, ^ per 
cent, is by no means an unexampled rate in the history 
of the Bank of England, and the table, given by that 
paper, is interesting as recording the datts on which 
8 per cent, or more was fixed by the Court of 
Directors. 
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Period.' 


Itate. 


Period 

' 

Rate. 

Oct. 

25th, 

1847 u . 

8% 

Aug. 

4tK, 

1864. 

.. 8%“ 


19th, 

1857 . . 

8% 

Sept. 

.8th, 



Nov. 

5th, 

1857 . . 

9% . 

Nov. 

lOth, 

ft * 

. 8% 


9th, 


10% 

Jan. 

4th, 

1866. 

. 8% 

Dec. 

24th, 


8% 

May 

8th, 

n • 

. 8% 

Feb. 

14th, 

1861, . ^ 

s% 

,, 

•11th, 

„ . 

. 9% 

Dec. 

3rd, 

1863 . . 

8% 

f 

12th, 

„ , . 

.10% 

Jan. 

20th, 

1864 . " . 

.8% 

Aug. 

16th, 

„ . 

. 8% 

May 

2nd, 

ft 

,8% 

NoV. 

'1st, 

1873. 

. 8o/o. 

5th, 

ft 

9% 


7th, 


. 9% 

>1 

19th, 


8% 


20th, 

» • 

. 8% 


Bank Pat^, during 1914, at 3 per cent, from 29th 
January to 29th July, it wa^ raised to 4 per cent, on 30th 
Jdy, to 8 per cent, on 31st July, to 10 per ^ent. on 1st 
August,, reduced to 6 per cent, on 6t}). August, and to 
5 per cent, on 8th August, 1914. , ' 

. Not taking into account 'Sunday, 2nd August, and the 
Bank Holidays from 3rd to 6th August, we may say the 
actual crisis ‘lasted four days oi\ly. We use the word 
crisis advisedly, in prei'erence,1ln fact, to the much stronger 
term “ panic,” which is held by some people correctly to 
dercribe the situation. 

Government Action. 

The consensus oj opinion, outside banking drcles, seems 
te be, that the action by the banks in calling up all their 
loans from the discount brokers and other similar borrowers, 
to some extent precipitated the crisis, inasmuch as that 
ccourse of action enhanced the already heavy demands* on 
the Bank of England for accommodation. The London 
banks, however, ^ were not alone in their ultra-cautious 
policy. Practically the whole' Continent, from Paris to 
Petrograd, and from Amsterdam to Vienna and Rome, 
was seeking to convert paper into cash, added to which the 
great banks in Paris and BerEn were hoarding gold against 
emergencies. 1 Fortunately, the prompt measures taken 
by the Government in consultation wi^h the Bank of 
England authorities, were effectual in staying the timidity 
with which a larg^^ section of the community had begun 
» Cf. Economist, 1st August, 1914. 
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to view the abnofcnalffinaAciftl situation that even stronger 
meaSui^s would ha\ie been taken had circumstances called 
for them, is evident by the ’frank way in which the Press 
were allowed to announce, on Jst August,* 1914,* that pro- 
posals were under consic^sration Mr ©btatning the Govern- 
ment’s assent to the suspension of the Bank Charter Act, 
of 1844, the effecf of which womld have been to enable 
the Bank of England, if necessary? to is^e notes without 
holding gold against thert. To paraphrase th^ leading 
article of The Times of 1st Apgust, in the opinion of the 
Government that course was not then Actually necessary, 
but the Chancellor of the Exchequer was understood to be 
ready to giye th^ Bank authority to act, merely* by the 
issue of an official letter fr(fm ihe Treasury, and'ithe 
announcement that should the situaticfn require, he would 
issue the necessary letter, no doubt went J[ar to restore 
the confidence of the City aid all connected with it. * ’ 
Of the American money market we need say little at 
this stage. With the outbreak of wir the other centres 
turned their attention to the New York Stock Exchange 
for the realization of their securities. The increased 
business was too muCh, even for American ideas ; within 
a few houBB the extensive liquidation completely demoral- 
ized the market, and, after holding up bravely as the world’s 
dumping ground for the sale of s^cks and shares, the 
Exchange bowed to the inevitable *and closed its door> 
on 31st July, until further notice. 

In the New York money market proper, the position, 
although not “ panicky,”*\^as uncomfortable : call money 
was unobtainable — “ no quotation,” the papers announced ; 
international exchange operations we^e at an end, and the 
discount market was in a state of paralysis. ^ 

Having briefly considered the effect of war on the 
principal monet^ centres, we may pursue the matter a 
step further, and examine the manner in whi«!h the foreign 
exchanges fluctuated owing to the economic pressure on 
the world’s markets, Cbmmercial as well as financial. 



CHAPTER X 


THE FOREIGN EXCHANGES ANI> THE GREAT WAR 

When we realize that for a period following thd’ outbreak 
of wal' the credit system of the pri/icipal markets of the 
world had broken down, it is not surprising to find that 
the foreign exchanges went literally to pieces, too. Their 
condition'^froKi the end of July to the second or third week 
in August, 1914, rJmost b^gars description. ^ The state 
. of. the money markets was chUotic, that of the principal 
foreign ‘exchanges — if there be degreerbf chaos — even 
more so, and the complete d^organization of the exchanges 
did much to intensi/y tile shock which the credit of prac- 
tically every country in the world had sustained in the 
^rly days of August. ^ 

The following table drawn up by the Economist in 
December, 1914, gives the position in a convenient form. 

have added a column giving the actual rates in 
operation at the time this chapter w’as written, March, 
1915. 


Cheques : Telegraphic J 
or Mail Transfers. 

Rate 

just 

c 

Since War. 

Rates 
Current ; 

prior 



19th Dec., 

1 

^to War. 

Lowest. 

Highest. 

1914. 

Paris . . . . ,^ . 

25-16 

24-00 

25-50 

25-06 

Switzerland .... 

25-17 

24-00 

26-00 

25-50 

Brussels and Antwerp . 
Amsterdam . . . '. 

25-29 

'24-00 

27*50 

— 

12-15 

'il-70 

12-60 

12-00 

Italy 

25-50 

24-00 

28-50 

25-57 

Madrid 

26-10 

24-45 

26-70 

25-92 

Lisbon 

m » 

35J 

41 

37}^ 

Petrdf;rad . . . 

97-20 

110 

120 

118J 

Christiania . . . . 

, 18-30 

18-30 

19*20 

19-27 

Copenhagen . . . . 

18-30 

18-30 

19-20 

19-27 

Stockholm ... . . 

18-30 

18-30 

19-20 

19-27 

Berlin . . ' . . . 

20-531 

— 

— 

— 

Vienna . . . .^ . 

24-32 


— 

— 

New York . . . . 

4-93 

4-?J3 

, 5-00 

4-88 


102 
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• 

• 

• 

* . . 

• • 

Extremes quoted 
about 

1st August, 1914. • 

• 

• 

Rates 
quoted 
19th Mar., 

, 1915. . 

• 

Paris ^ . 

, •• . . 

’ 24-00-2S-00 

25-Z5-25-i9 

Switzerland . . . 

Nominal 

25*92-*26*15 

Brussels and Antwerp . . 

<24-f)0-26*00 

— 

Amsterdam 

11-90-12-60 

12*08-12*13 

Italy 

; 26*00 sellers, no buyers 

27*80-28*10 

Madrid ! 

' 24*00-25*90 . 

2^30-24*45 

Lisbon 

, 42 

34f-35| 

Petrograd 

! 1 2ff sellers, no Jmyers 

IBM 15 

Christiania * 

1 ^ about 18*50 

19*25-19*45 

Copenhagen 

j „ „ 

„ 

Stockholm . . • •. 


• » 

Berlin . . . « . . 

I 21*00 sellers, no buyers 


Vienna 

1 24*6(4 

— ■ 

New York 

• 

1 about 6|j50 

1 



The rates shown in This 4able testify to the severity, ''f 
the breakdown, and the universal way in wjnch the foreign 
exchanges collapsed was one pf the "worst features of the 
problem with which the banlcers and financiers have'hSd 
to deal. 

At the commencement the stagnation in rates was to a 
very greit extent the result of the wild movements* in ' 
quotations for the various forms of capital, reference to^ 
which was made in the last chaptej^ the enormous mone- 
tary claims which had been in process of fiquidation left 
exchange markets in a debilitated condition, and when 
markets did begin to recover, operatijijis were insufficient 
to put the financial machinery in motion again. “Let the 
reader just imagine tlfe position. •Business, speculation 
and investment all over the world were in a state of inani- 
tion : not only were the principal stock exchanges and 
bourses closed sine die, but the majority of the commercial 
exchanges werp in a hke position. In Great Britain it 
became necessary to cease dealings on thcp London Metal 
Exchange, the Coffee Market at Miycing Lane, and the 
Seed and Oil market's on the Baltic Exchange, and most of 
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the wheat and grain centres were similarly a^ffected. Thero 
is no need to multiply instances, bi^t an exami^nation 
reveals the fact that markets throughout the entire world 
wvjre in no 'better state. ^ 

Such events denonstrL,if3 in a ^.rikihg degree the close 
rdationship between ► money and* the exchangk : they 
show that the different fqrm^ of money fn one part of .the 
world are affected by occurrences on other markets, and 
the fact that there ensues a stoppage of trade and specula- 
tion in commodities such as ^rain, coffee, meal, oil, cotton, 
etc., may be taken fis proof positive that the world’s credit 
facilities are part and parcel of one great fabric — any 
weakeniifg or dislocation at one point 'must,, in conse- 
quence, react on other partsr of the machinery. In such 
cil-cumstances, London, as the greatest exchange centre 
in the world, i^ the first to feel the effects, and the more 
ei^hange facilities are .restricted irf London, the greater 
will be the loss in other centres, for, as Mr. Lloyd George 
cogently remarked, in the absence of exchange facilities, 
g(5bds can neither be imported nor exported in any 
appreciable quantity.^ 

Apart from the interruption of communication between 
certain countries, and the subsequent cessation of i arbitrage 
business with the chief centres, it is a matter of some 
difficulty to place the, finger on the exact cause of the 
iqovements in rates ; ’ all we can do is to examine the 
exchanges of the more important countries and endeavour 
to trace the reasons J^or the rise and fall, as the case may be. 

' In its issue of 12th' September, 1014, the Economist rather 
dissents from this view, preferring to take the state of the 
exchanges and tlie difficulties of the bill market more as a symptom 
than a cause. “ The bill market gannot make trade which does 
not exijt," says the ed^itor, “ and the absence of bills merely 
testifies to the absence of trade." 

In some cases, this was? no doubt true ; but many instances 
came under the author’s notice during the first lew weeks of the 
war, when bills 'vAire offering in fair quantities, but exchange banks 
and dealers refused to take them, owing to the uncertainty of their 
being able to procure feturn remittances from the countries for 
which shipments were destined. 
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Efiect on Foirei^ Exchanges. ^ 

FftAi^E.* Reference to our table will show that just 
before the war Paris cheque was quoted at 2^ f . 16 c. to £1^ 
but immediately the fear of v*ar became "definite, France 
proceededjto replenish har excheqVerl^y realizing securitiej, 
clearing out portfolio^j of London bifls, and calling jn all 
balances held in this country^ As a result, remittances 
in London on Paris were rapidly eihaustid, and when the 
scarcity became pronounced, those who were under ^e 
obligation to remit, bought gol^ to send to France. These, 
very briefly* expressed, are ^he reasons ^)r the fall to 24 f . 

In New York, tl:|f quotation on Paris was even worse 
than the London rate, dealer^ being willing to give otilji 
Fes. 3*25c. to the dollar. * 

Germany. German exchange, from tht commence- 
ment of the war to the end d the year 1914, is a complex 
subject to enlarge upon, and most people have preferred 
to study the course of the exchange* with that countjrji 
from data obtainalile in New York. From the various 
rates cabled by The Times and other correspondents, it 
is possible to get soine idea of the movements. 

The par d exchange, New York/Berlin, is approximate!^ 
95J cents to 4 marks, and as we hav^ already explained, 
New York quotes Berlin exchange in cents jto 4 marks. 
At the end of August the rate was 96 J, by the end of* 
September it had depreciated to 94|, and continued to 
fall rapidly for the next two months., ^he Royal Statis- 
tical Society's correspondent gave* the quotation at th§ 
end of November as 85i cents, or 9*7 per cent, discount 
on the gold parity. In the early day^ of December, there 
was rather a remarkable recovery, th^ rate being qqpted 
on 8th December at 92^ cents to 4 maj^ks, but, as the same 
authority indicates, the upward movement did not last 
long, and towards the end of the year The Times' quotations 
on an average repres^ted a discount *of about 7J per 
cent. 
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It is said that earlier in the^yeai 19i4, the German 
financiers had sold a considerable part of their Aiaencan 
investments, and the fund created by these sales is esti- 
mated to have provided a certain amount of credit against 
which drafts colild be 'drawn. ^Certainly, the recovery 
in Berlin exchange in New York early in December may 
be attributable to credits raised by the realization of 
securities on the New York market, since, “ the restraints 
on German trade hindered the eSxport of goods in quantities 
sufficient to provide the means of payment for desired 
supplies.” ^ ' i 

By way of a further corrective to its unfavourable 
exchange with Continental countries, Germany sent gold 
to ''Holland and other* Sccfndinavian countries, but the 
improvement in every direction was merely temporary ; 
exchange soon fell to its former low level, and at the time 
'(fl writing (March, 1915), thE quotation, worked through 
Holland, indicated that German exchange with London 
had depreciated to about 42 per cent. 

There is a tendency in some quarters to discredit the 
statement that Germany was compelled to part with gold 
in order to pay for imports from Holland and Scandinavia, 
t^t facts which have come to light go to proi’'e that she 
certainly did export gold. Of the war indemnity 
exacted from Franc«^ in 1872, £6,000,000 was allocated 
‘'for the special war chest to be kept in Lhe Julius T(?ver 
at Spandau. This reserve was known to consist of a large 
proportion of BiPitish sovereigns, and during the first 
week in March, 1915, a considerable number of these coins 
found their way back to London via Scandinavia. The 
sovereigns were those bearing the Victoria effigy and the 
” Shield ” reverse, of which*' a large number was minted 
during the years 1838 to 1874.* Consequently, when 
the bankers in London, to wl;om the gold^from Scandinavia 

^ Journal of the Royal Statistical Society, January, 1915. 

• From 1838-70, 208, 324 “ shield sovereigns were minted ; 

from 1871-74, ” shield " and “ dragon ” designs were used 
concurrently. 
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was consigned, iound it fo tonsist of rq^ny new sovereigns 
beafin^ the date 1872, it was at once apparent whence 
the shipment had originated. Further evidence of thei^ 
having been taken ^rcfm Gennany's war chest was found 
in the faqjt that some of the corns Vere* actually receivq^ 
in the identical bags-^and boxes in which they hkd been 
packed when leaving the Bank* of England forty-three 
years previously, and no little su!-prise was evidenced in 
banking circles when it bet^ame known that jio flrffort had 
been made to conceal the plgce of ori^n by removal of 
the old Bcftik of England Jabels. 

The heavy ii^creases registered in the gold rejerve of 
the Netherlands b%nk from time to time during the war, 
may also be taken as indispurtible^evidence that Germ?iny 
was forced to exporkgold to Holland in support of exchange 
and to pay for supplies.^ • 

In the month of March, 1^5, thef direct rate, New York 
on Berlin, steadily depreciated: the quotation on 1st 
March was 82 J ; on 18th Maich, 8^ ; 19th March, fJ3# 
and on 20th Marclj, 4 marks were worth only 82J cents. 
On the last quotation, therefore, German exchange with 
New York showed a depreciation of 18 per cent. — a per- 
centage wHich made foreign imports very dear for Germany, 
or, conversely, depreciated the valijie of her exports, if 
any were possible via neutral coun'^es. • 

Spain. The bther European rates all present featured 
of interest, the fluctuations in most cases being directly 
traceable to increased foreign trade due the war. Spain, 
for instance, derived corfsiderable* benefit from the coip- 
merce which was diverted to that country from France ; 
in fact, during the early days of fhe war the Spanish 
exchange achieved a record^ being egual at one time to 
about 48Jd. to 5 pesetas, as against .the normal quotation 
of slightly over*45d. 

Holland. The par of Exchange, Amstercfam / London, 
is FI. 12T07 to £1, tHe extremes reached on the outbreak 
of war, FI. 11. 50 to^l. 12^60, and the quotation, 19th 
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March, 1915, FI. 12.08-12. 13c!, 'from which it may ht 
gathered that, although the fluctuations were fairlj"* Wide, 
the rate on London was, generally speaking, well main- 
tained. Tne quotations wi-th Holland were, of course, 
affected by the exportii, ‘dlhd a destine of nearly one florin 
from fhe high rate quoted at the commencement of the 
war, recorded by the Economist in October, was obviously 
due to the greatly enhanced exports. The fall, however, 
was onlyr teniporary, and rates'" soon recovered. 

Italy. Italian exchange , fluctuated widely for a time, 
and was quoted at' the beginning of August, 1914, Lire 26 
to £1, on the gold parity of L. 25.22^ = £1^ approximately 
3 per cent, against Italy. This was i^ part chie to large 
iijipcrts of coal, payment for •which was rendered extremely 
difiicult owing to the existing financi?J strain. On 19th 
December tho rate had improved to L. 25.57, but by 
I’Sth March, 1915, it was gi'Cen in the foreign exchange 
quotations as L. 27.80 to L. 28.10, a quotation considerably 
ip favour of England. 

Russia. Reference to the foreign exchange table 
given on page 42 will show that the Russian sight 
exchange on London was quoted on 17th July, 1914, 
Rbl. 95.75 to £10, and the extent of the depreciation of 
r the rouble may be .gauged from the quotation on 1st 
August, 1914 — Rbls. 125, which indicates that the rouble 
had depreciated about 32 per cent., taking the gold par 
as 94.58 to £10. 

The reason for ibis heavy fall in the value of the rouble, 
in the first instance, was presumsfcd to be due to the large 
purchases of gold which Russia had made just prior to the 
outbreak of war, payment for which exhausted all avail- 
able sterling remittances. Some improvement in values 
was apparent by the middle of September, when the quota- 
tion was 107i, but by the beginning of October, viewed 
from the Russian standpoint, the rate fell a^ain to 120 ; 
nearly 27 per cent, depreciation in Russian currency. 
By the end of the year 1914, the rouble was quoted 
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147 to £10 steSing«aiid» as we see our list, on 19th 
Maith,^1915, the Eetrograd quotation came through as 
113-115. • 

In common with other countries, Russian exchange was 
dependent to a great ejitent on •Hep foreign trade, and in 
March, 1915, she was sorely handicapped. Her'e^porJs 
of -frain, provisions, sundry, raw materials, and semi- 
manufactured products of Russian agricjilture, etc., were 
restricted by the closing* of the Dardanelles,^ and the 
cessation of trade with Germany and otfier countries 
via the Baltic ports and the railways dver the west fron- 
tier. The closing of the Dardanelles was bad enough, 
since that , definitely precluded Russia from exporting 
from the ports on the Black* Sea and the Sea of Aiov, 
but when a considerable portion of jSer exports and im- 
ports ceased through the suspension of na'^iigation in the 
Baltic, matters became* seric^is. Then, there was another 
not unimportant factor to be remembered. Many of the 
ordinary commodities she habitually* exported were cpr^- 
sumed by the enoqjious army she was obliged to maintain 
in the field. The upkeep of this army, in fact, also entailed 
the importation of a vast amounl^ of produce and 
commoditRs from other foreign centres. * 

Summarized, the difficulty in j>rinciplc was this : . 
imports in Russia's case could not paid fqr by exports, 
artt the impoiisrs consequently were unable to procure 
the drafts by means of which, as we have shown, foreign 
indebtedness is liquidated. The troqbisr was all the more 
acute because many importers had purchased commodities 
from abroad, which they were perfectly willing and able 
to pay for, but short of sending gold* no method of remit- 
tance was available, for no* exporters’ drafts were^to be 
purchased. But here, again, the would-be remitter was 
estopped ; he c^uld not seqd gold, because for the time 
being, under the law of 10th August, 1914, 'the exchange 
of bank notes for goW was suspended 4n order to protect 
the gold reserves of fhe State Bank of Russia. 
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The adverse position, as Professor Migfulin^ rightly 
pointed out, was due entirely to thejact that with' the 
cessation of Rjissian export trade, the demand for Russian 
currency had been sharply c^uftailed? while, as the outcome 
of Russia’s need fer an entire serief of foreign commodities, 
the demand for foreign currency had increased. As the 
result of all this, Great -Britain’s trade with Russia '»had 
almost ceased, fqr with- such a high level of exchange, it 
was practically impossible for 'iraders in Russia to remit 
to London except at ruinous^rates. 

How, then, was 'the problem to be solved ? 

The first expedient Russia hit upon for assisting the 
exchange position, was the very natural one pf shipping 
^old, of which £8,000,000 \K)rth was sent to England in 
November, 1914. *in order still further to ameliorate 
the adverse exchange, the British Government provided 
Russia with an additional credit oi £12,000,000, proceeds 
of an issue of Treasury bills on the London market. The 
provision of tliis credit rehabilitated the exchange in a 
limited degree-— the depreciation dropped to 14 per cent. — 
but as the credit was largely used for financing the Russian 
Government’s owi^ expenditure on ‘ war materials, the 
iiMrease in the credit did not assist much in resrtoring the 
, normal exchange, and the problem consequently remained 
a serious one for tng commercial community. Further 
provision therefore bkame necessary, and as a result'^of 
the historic conference between the allied Finance 
Ministers in Paris, .the amount to be raised in Treasury 
bills oh the London market was increased by £20,000,000 
to £32,000,000, 2 and the effect oi this was to bring down 
the exchange to the more workable figure of Rbl. 1 13 to £10. 

TKa Times Russian Supplement, 15th January, 1915. 

■ The arrangement was announced in the following terms on 
4th December, 1914 — 

" His Majest^v’s Government agreed with tli^ Russian Govern- 
ment, in consideration of the shipment of ;^8,000,000 in gold from 
Russia to London, w^iich took place a few weeks ago, to arrange 
with the Bank of England to discount, lender a guarantee of His 
Majesty's Government, Russian Treasury BiUs to the further 
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^The interest Vhis*opeia1ion* created in circles outside 
the sphere of bankii]g is shown by the chmments which the 
Spectator made on the occasion of the issue of the Treasury 
bills, and as the analogy dr^yn in that* time*honoured 
periodical is a very ^celfent one, •it is wofth while quoting. 

'*To understand |how the difficulty is to be 4 net,” 
*s5ys the writer, “it is only necessary to realize that, 
though international commerce* is primarily a matter 
of the exchange of goods against goods, it js secondarily 
a matter of the exchange »f goods against permanent 
securities. If, for exaijiple, the Argentine railways 
want a fresh supply of rolling stock from Great JBritain, 
they can«obtain if by issuing new capital which will be 
taken up by British investors, Whose money will gd ts) 
pay for the rolling stock, and who in return will acquire 
a permanent lien upon the profits of •the railway. 
Exactly the same method fs being employed to meet the 
temporary commercial difficulties of Russia. The 
Russian Government are now raisfng money upon th« 
London market • by means of Treasury bills. The 
money thus raised is used to pay for produce that 
Russia requires to buy, and the in^stors in Treasury 
bills acquire a permanent claim upon the Russian 
Government. Simultaneously, the Russian Government 

an^unt of 12,00(^000, the rate of discount to be on the basis of 
the rate at which the British Government has been from time to 
time able to borrow for its own needs. 

“ By these means, the Russian Government obtains funds in 
England to the total amount of ;^20,000^(f00. Out o^ these, 
£8,000,000 is to be applied *by the Russian Government for the 
purpose of providing exchange for Angto-Russian trade. Tltis 
exchange will be available for new transactions, as well as for the 
discharge of existing indebtedness. • 

" The balance of £12,000,000 i^ to be used for paying the coupons 
of the Russian external debt and the interest upon other external 
obligations of the Russian Government which are payable in London, 
and for financing Russian Government f)urchases in the United 
Kingdom. It will* not be applied to financing purchases outside 
the United Kingdom, except after consultation witn His Majesty's 
Government, in cases wl^^re the British market is ^nable to supply 
the article required, and orders have consequently to be placed in 
the United States*or Cafiada/* 
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are collecting from merchants in Riassiai* money owed ^o 
England, and giving in exchange^. Russian Treasury 
bills, which, are handed over to the persons in England 
to whom the 'Russians owe the money. By this means 
the Russian Government are ?ble both to assist their 
subjects to pay debts in LondoA and to acquire the cash 
for carrying on the wcr.” 

The whole procedure is a striking instance of the manner 
in which Continental nations held tight to their gold when 
the odds are overwhelmingly against them, and it seems 
to be a moot question whether Russia would not have 
done better to meet her foreign indebtedness by the 
release of gold, of which metal she is* reputed to have 
immense stores. ^ .. o 

America. The position in regard tq. American exchange 
was analogous with that of Russia. Following the out- 
break of war, American exchange, like that of Russia, 
became utterly disorganized, and the extent to which the 
dollar depreciated was ev£n more pronounced than the 
depreciation of the rouble. There were two chief causes 
for this disorganization in the United States currency : 
(a) the abnormal liquidation of stocks and shares on the 
New York Stock Exchange, which commenced in July, 
1914, and grew in intensity until the commencement of 
hostilities ; (b) the almost unprecedented indebtedness of 
America to Europe, estimated at about $250,000,000 
(£50,000,000, taking $5 to £1). In such circumstances 
foreign exchange^was reported to have disappeared, which 
is true, theoretically, since quotations were unworkable. 

A few words, taken from The Times correspondent’s 
dispatch, summarize* the position. Sight exchange on 
London, normally $4.86, seldom higher than $4.89, rose 
to lioo, to $6.00, 'and, finally, to $7.00— a rate nevei 
before witnessed. 

In the ordinary course of things. New York could have 

' On 21st July, 1914, the Imperial Bank of Russia held gold tc 
the value of |l74,509,000. ^ 
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cwrected this afinormal position by shipments of produce, 
following her usual autumnal procedure, wh^n she exports 
enormous quantities of cotton, grain, meat, and other 
food-stuffs to Great Britain aa^ other Eurdpean \:ountries, 
and takes back gold for#any exAfes»balance due. As she 
was debanred from mailing these shipments on thg out- 
brtak of war, however, the us^a> means of cancelling her 
indebtedness to foreign countries Was denied her, and the 
results were disastrous in itie extreme. • , 

Gold had been leaving the^ States in large quantities, 
and more would have been shipped but ?or the suddenness 
of the crisis. It will be within the reader's recollection 
that the Kr^nprinz^ssin Cecilie had sailed from Ndw York 
on 28th July, 1914, with a ccxisignment of gold to Euro- 
pean banking hous<^, valued at abouf £2,000,000, but to 
avoid capture, she put back into the Bar Hvbour, Maine, 
U.S.A., on the 4th August. • . 

In war time New York might conceivably consider it 
inexpedient, or even undesirably to sflip gold ; she would 
prefer to send cotto^p, wheat, etc., in payment of indebted- 
ness, but with that means of settlement cut off, and pari 
passu, the bills of 'exchange, one's thoughts naturally 
turn to goki. Here, again, adverse factors crept into tHe 
calculation. In normal times it is safe to estimate the 
cost of shipping gold to London frcgn New York in large 
quantities at about $2 per £100 ; *the par of exchange^ 
New York /London, given in our table on page 23, is 
$4-8665 = £1, or $486.65 = £100 ; par>-plus the cost of 
shipping gold would be $488.66, and whenever the ex(%an^e 
goes higher — say $489.0(J, gold shipments will commence. 
In the early days of the Great War, "however, there arose 
exceptional circumstances, largely a matter of Ijjstory 
now, but which were similar to those cases which econo- 
mists have constantly referred to in alluding to the theo- 
retical gold points. We have in mind the s^ial circum- 
stances which cause chipping charges ior gold to exceed 
the amount pi^cribfed in calculating the gold points. 

9~(i535) • ^ 
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In the case of the European \far*insifl:ance rates from Nfew 
York to London rose as high as 1 per cent, on SOth and 
31st July, IftU. ^ One per cent, increases shipping charges 
by apprdidmately $5 per meJcmg the outgoing gold 
point $491.65, 'and « afeCounts to some extent for the 
unpg^radleled exchange which existed. ^ 

In view of this remafkable situation, foreign exchange, 
if not at an end, was almost in extremis between New York 
and other monetary centres. " True, towards the end of 
August, some sort of New, York rate on London, as the 
Economist remarked, was re-established at a Kttle over $5 
to £1, and quotations of a sort were also obtainable with 
Holland, France and Spain, all, however, quite nominal. * 
With characteristic energy. New York soon set to work 
to remedy this senous menace to her commerce. Loans 
were raised,, aggregating $182,000,000 (£36,400,000), of 
which $82,000,000 was apjfiied to meeting New York's 
European indebtedness, and $100,000,000 to assisting in 
the rehabilitation of the foreign exchanges. In each case, 
the amounts raised were in gold, which, under an arrange- 
ment with the Bank of England, was shipped to Ottawa, 
in instalments, and received by tKe Canadian Finance 
Minister at an agreed exchange of $4.90 to '‘the pound 
sterling. This, as the Americans point out, was a high 
exchange for debtors to pay, but shipping conditions 
.-made it cheaper than forwarding gold to ‘London. " 
The effect of this Ottawa arrangement was equivalent 
to opening a huge* credit in London ; against the deposit 
of gold the bankers were placed in the position to draw 
bills on London, thus providing a means of remittance to 
those who were under the necessity to settle indebtedness. 

A similar arrangement was*made by the French Govern- 
ment, which deposited $6,000,000 in New York with 
Messrs. J. P, Morgan & Co.„for the purpose of re-estab- 
lishing exch^ge between France and the United States, 

' Cf. IntemaLonal Trade and Exchange, ‘H. G. Brown (New York), 
page 107. ' 

* Economist, 22nd August, 1914. 



THEfFOREAjN EXCHANGES AND THE GREAT WAR 115 

t , . . 

wliich, on 31st 1^1^, reached the rpcord rate of 
fr. Sp^to the dollAr. 

We have now to examine the other side^of tl\e picture, 
the case where rates, instead bein^ in favour of London 
are against us. At th^ time oV wqting, ^ the exchange 
New York / Londqp, touched the lowest point on record— 
$4j^ to the pound sterling, of sj^cents below the import 
specie point, $4.84J : but ^old did not 16ave England for 
America, notwithstanding the fact that the sate^ demon- 
strated Great Britain to be debtor to^ the U.S.A. The 
reason, of ?ourse, was that shipping charges, insurances, 
etc., during the tvar were prohibitive : but then there was 
the stock attcumulated at Ottawa, which might possibly 
have been released. As a matter* of ^ct, some of it was 
sent to New York,** and one of the largest banks, the 
National City Bank of New York, commenting on this 
gold held by the Bank of fenglanfl in Canada, acknow- 
ledged the British right to retain the petal, even at some 
sacrifice. The Bank of Englafld was not, as they saidf 
obliged to receive gold at Ottawa during the autumn of 
1914 in lieu of paym^t in London, but to relieve American 
distress, it agreed to do so at the rate df $4.90, in itself^ 
high rate, ^et, in the light of the adverse circumstances, 
cheaper than shipping gold to Londtn. 

In the case just described, the caifee of the rate's being 
so much against Great Britain was our heavy debit balance.* 
During August, 1914, there was a balance of approximately 
$19,400,396 (£3,880,079) against New^ork, but with the 
re-establishment of exch and the, enormous improve 
ment in America's foreign trade, the monthly bdances 
against London advanced by leaps and bounds, and were 
given as, September, $ 16,34 f, 722 ; Ocitober, $57,309{074 ; 
November, $79,299,417; December,# 1914, $131,863,077; 
January, 1915, W45,536,103.* 

» March, 1915. 

* The National City Bihnk, New York, sa^ a lai^je amount was 
released at the rate of 77». 3i per ounce for gold Eagles, equal to 
14.81 to ;^1. 
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In dealings with American exchSinge* we have thus 
examined two extremes ; one where’ exchange ^ent far 
above the ofitgoing specie point, and the other where 
exchange fell below the^ ihdoming* specie point, and the 
question arises : liowrare the sellefe of bills affected in such 
cases"? Briefly, with t^e high rate, s^y $6 to the pound 
sterling, the seller of sterhflg bills could only sell his^'bills 
at that price to ‘’the person who was obliged to remit to 
Great Britain, and as the latter found it impossible to 
send gold, he was, faced with a heavy loss ; consequently, 
such conditions spread over a vast number of transactions 
meant ^ruin to a large section of the American public, 
hence the action taken to remedy the troubkj. 

‘ f n the other case, jt is £he seller of sterling who would suffer. 
Low exchange indicates, among other things, a large supply 
of bills, and tn times of crisis hoWers of bills are unduly 
anxious to obtain cash,* even at a sacrifice, and there will thus 
be a large mass of creditors selling bills at the lower rates 
< rather than wait for the gold which must come sooner or later. 

The same principle holds good when it is the banks 
operating: the high interest rate^ prevailing at such 
^mes, make it unf>rofitable for either side to be out of its 
money, even for relatively short periods, as ftie interest 
charges will speedily absorb any profit which might be 
obtainable by importfng gold from abroad : the time taken 
'*for the gold to arrive is the adverse factor in the case. 
Some account must also be taken of the increased risk 
and other adveree 'factors which we have mentioned, all 
©f which militate against the influx of gold. 

In this chapter, it has been possible to touch on but a 
few of the complex monetary problems arising out of the 
abncfimal situation* in which the world finds itself to-day, 
but sufficient has been said to indicate the force of the 
economic pressure resulting from the t(rar upon centres 
both near to and far removed from the scenes of conflict, 
and aU thinp considered the advan)£ages ,to any particular 
country are infinitesimal. 
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•Since these remarhs weref written the principal rates of 
exchange between this country and foreign* centres have 
fluctuated in a remarkable manner. In sctne cases the 
levels reached have broken# all previous records, and 
although \ariou9 remedi^ have Ifeeh applied their cumi^- 
lative effect has not ^ been sufficient to counteract the 
adverse influences which have irisen since war began. 
Most of the European nations exce\)t Great Britain appear 
to have abandoned all prAence at maintaiiung ^he geld 
standard ; many have also prohibited the export of gold, 
and in def^t of gold shipments we afe hardly yet in a 
position to perceive, much less discuss, the final effects of 
the other cprrectivos which the great financiers of two 
Continents are seeking to evdlve.* The full story of *thf 
artificial attempts to bolster up the exclianges of the world 
must therefore form the theme for additional chapters in 
some future edition, but a colnparison between the quota- 
tions given on page 42 and those appearing below will 

• ^ ^ 

TABLE OF FOREIGN RATES OF EXCHANGE ON LONDON. 


Rate 
Mar. 8, 
1%2I. 


Rate 
Oct. 31, 
1919. 


Usance. 


aris 

erlin 

ienna .... 
msterdam 
bristiania . 
tockholm . 


etrofrs 

;aly 

mtaerland 
[adrid .... 
isbon .... 
Jezandria. 
few York . 
[ontreal .. 
'■ Aires . . 
lio de Jan. 
lont’vid’o. 
alparaiso . 
alcutta ... 
lombay . . . 
iadras .... 
long Kong 
bani^ai... 
iagapore . . 
'okohama. 


francato £x 
marks to £1 
kronen to £i 
florins to £i 
kroner to £i 
kroner to £t 
kroner to £1 ^ 
roubles to £10 1 
lire to £x 
francs to £x 
pesetas to £x 
pracetocscudo| 

S iastres to £x 
ollars to 
dollars to £i 
pence to dols 
pence to mils, 
pence to dols. 
pence to peso 
ster. to rupee 
ster. to rupee 
ster. to rupee 
ster. to dollar 
ster. to tad 
ster. to dollar 
ster. to yen 


53'85 

243- 

i8'00 

11*36 

24*60 

17*43 

23*50 

106 

23*23* 

27*99 

6d. 

97A 

3*9od 

4*44 

48* 

48 * 

9** 

13 

I 

2/11 

2/5* 


3675 - 25 ’ 96 * 

128 

I0-99-II-I4 f 

I 8 - 36 -I 6-83 
i7'42-i6-24 • 

19*58-17*63 

45*15-30*25 

23*35-22*85 

2I-83-23-64 
26*d.-33* 
97H)7* - 
4*i6*-4*76r1i 
4*3il-4*83i • 

55l-5i*d. 
I435-I3*d. 0 

58iH)9W. 
V*-xo|d. 
2 S.old.-ts.6d. 

25. 04d.-i8. 6d. • 

2S. oj[d.—xs. 6d A 
4s. 6 W.- 3 S. 4*0. 
6s.19d.-5s. 2d. 

2S. 4ld.-2S.-4*d' 
2S. 5td.-28. ifd. 


a7*i9*ax 

xo*94-98 

14*37*44 

14 * 13*21 

15-20-30 

357—362 

39*75*80 

2070-80 

19*55-65 
29 ^- 30 * 
97i-i 
4*76A--f, 
4-78— 78i 

53*— 54* 
M. 5*5 M- 

IS. 5*5*d. 
IS. 5*5T^d. 
38. od. 


Cheques 
Si^t 
Sight 
Cheques 
Sight 
Sight 
Sight 
Sight 
Sight 
Sight 
Sight 
Sight 
SigBt 
Cable 
Cable 
T.T. 
90 days 
T.T. 
90 days 

tS 

T.T. 

T.T. 

T.T. 

T.T. 

T.T. 


'»-22| 

20*40 

24 - 02 
I2-X07 

18-159 

18-159 

18-159 

94*?7 

25*221 

25- 221 

25-22i 

53 i<l 

97* 

#•86! 

47 * 381 ' 

x6 

51 

xs. 4d, 
is. 4d, 
IS. 4d 


24*5M 


The reader is advised to cdhipare these rates -wfth thflse ruling in 1922 
e will then realize the^oll tbfc war has taken of the monetary units of th( 
wrld. 
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also afford an, intesesting sidelight inb the effects of war 
on the foreign exchanges. 

r 

War Exchanges. 

The tendency pf the ^^rewspapprs during the war was 
th refercto the rates between the belligerent countries and 
neutral nations as WarrExchangest The Econmis/i^or 
instance, gave 'some u^ieful figures showing, tnUr alia, 
the '^alue on the money markets of New York, Amsterdam, 
and Switzerld’nd of the unit of exchange from Germany, 
Austria, Russia, France, It^y, and Great Britain. Such 


details are of unusual interest ‘both for purposes of com- 
parison ^nd for future reference ; consecjuently, we give 
tables showing the movements during the war and after, 
the quotations are the sight rates whicjji were in operation 
in each market on the dates indicated. 


, NEWVORK.*‘ 





Par. 

»* 

Dec. 31, 
1914. 

Dec. 31, 

1915. 

Mar. 3, 
192X. 



On— ' 

Germany 

93*28 cents to 4 marks 

881 

761 

^ x* 6 x 5 

. . cents for t mark 

Austria 

20*26 „ I crovm 

17*40 

12*95 

•022 

. . cents „ 

X krone 

Russia 
France . 

3X'43 „ 1 krone 

5*i8i francs to 1 dollar 
5'iSt lire to i d,:>llar 

4 X ‘50 

5 *i 6 i 

5*31* 

4 ’ 85 | 

*92 

5 ‘ 84 i 

1 7*2* 

. . cents „ 

X franc 

Italy . 

6*6i 

3*66 

. . cents „ 

X lira ‘ 

G»-arit|iu 

4*8666 dollars to £ 1 * 

4 ‘ 73 l 

3*8375 

. . dollars ,, 
1. 

X pound 
sterling 




Par.* 

i> 

SjOec. 31, 

July I, 

Dec. 31, 

Mar. 9, 

Dec. 29, 
19 * 7 . 

Dec. «, 

Mar. 3, 

% 




19x4. 

1915. 

1915. 

,19x6. 

ipx8. 

X 92 X. 

On— 










4*65 

Germany 

59*26 florins to 

xoo marks 

54*30 

50*60 

4**35 

41*85 

45 *a 5 

30*00 

Austria 

50*41 


xoo erqgis 

4**75 

37*56 

29*00 

29 *x 3 

— 

— 

— 

Russia 

128*00, 


xoo rouoH^ 

xo2*44 

93*65 

68*24 

67*00 

— 

— 

— 

France . 

48*00 


xoo francs 

47*95 

44 * 9 i 

38*75 

40 *x 5 

— 

— 

— 

Italy . 
Gt. Britain 

s 48*00 
xa*io| 


xoo Iwe c 
f.z 



46*30 

xx* 99 j 

41*0% 

ii* 9 » 

32*06 

10*83 

XX *26 

xo *94 

11x4 

xx*36 


‘ SWITZERLAJND. 



a* 

Par. ,, 

Dec. 3X, 
19x4. 

July X, 
* 9 * 5 . 

Dec. 3X, 

19x5. 

Mar. 9, 
X9x6. 

Dec. 29, 
19 ^ 7 . 

Dec.sx, 

Z9x8. 

Mar. 3, 
X9ax. 

On— 

Germany 

xa 3*45 

francs to xoo marks 

xx4*3o 

*09*40 

99*70 

X *33 

84*80 

50*23 

9*36 

Austria 

xo5*ox 

„ '^100 crowns] 

gx'oo 

8x*oo 

67 *tx 

— 



Russia 

266*64 

„ xoo roubles 

2x7*50 

2 X 0*00 

x56*6o 


— 

— 

— 

France . 

xoo 

,, t^oo francs 

iox*o6 

U 

f 9*67 

— 

— 

— 

Italy . 
Gt. Britain 

xoo 

„ xoo lire 

98*63 

79*75 

78*10 

U 4 * 97 ! 

— 



25*22 


25*48! 

26*00 

__s 

14*89 

— ‘s 

20*75 

22*95 

25*56 
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•We have added a lolummgiving some of the latest rates 
ruliifg on 3rd March, 1921. Various alteratidns have since 
been made, and an explanation of the present method of 
quoting will be found ki Chapter XXIV. * • 

Satisfactorily to explain the *»eafi5ons* for the striking 
movements in exchange revealed fey these quot|itions 
woliM require a book oy itself; b\it, in brief, we may say 
that in those countries with rate^ heavily against them- 
selves, the depreciation is* due to two chief causes: fisst, 
failure to ship gold in supgprt of exchange; secondly, 
excess note? issues. ^ * 

We have referred earlier in this chapter to the fluctua- 
tions in th^ value^of the pound sterling in New York, 
and, as we have shown, imnftdiately preceding the 'wai^ 
the rate for cable transfers on London in New York was 
abnormally high. It was, in fact, quoted# at $7 to £1 
on 1st August, 1914, though It is doubtful if much business 
was done at the price. At the end of 1914 the rate was 
down to $4.86J, and it continued td fall, until in July^ 
1915, the quotation was $4.77c. for £1. Then the British 
Treasury took action to support exchange and they 
instructed the Bant of England to purchase American 
Dollar Setoities in London and to transmit them fo' 
New York for sale. These operations were continued • 
until the close of that year, ly whicl; time some 
$283,000,000 w^rth of securities had been purchasedf 
The range of fluctuations was from $4. 77c. to $4.5 Ic, 
On 15th December, 1915, Insurance ^.d* Trust Companies 
were invited to sell or to Jban to the Treasury the American 
dollar securities they possessed, an(f on 31st December, 
a similar invitation was issued to tlfb general public, and 
a Committee was appointed by the Chancellor ^f the 
Exchequer to direct and control t|^e various operations 
on behalf of the#Treasiiry. , 

Various methods of inducing the public to sell or to loan 
their securities to th6 Government were cafried out from 
time to time, but ultfmately^ as the amount placed at the 
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disposal of the Treasury fell^short of that required fbr 
support of exchange, other means were adopted. In May, 

1916, there were no fewer than 909 securities which the 
Treasury ^was willing either to purchase or to accept 
qn loan. A special I*e(jfiest for'^ increased, support was 
issued^ and, on 29th Mav, a resoltjtion of the House of 
Commons provided for an^ additional income tax of^. 
in the £ on such securities as the Treasury, by means of 
special licts, ^declared its willingness to purchase. This 
resolution was subsequently embodied in Section 27 of 
the Finance Act, l9l6, which ii^yiposed the tax dh securities 
to be specified, which were not placed at, the disposal of 
the Treasury. These steps were very elPective ?nd induced 
a,^ large increase in both saHes and deposits. Additional 
securities were added to the published lists from time to 
time and various plans carried into effect for disposing 
of them on terms fair to the dWners. Then, on 11th May, 

1917, the acceptance of securities on deposit was dis- 
c^pntinued, except as regards such securities as were subject 
to the additional income tax of 2s, iv the £, but the 
purchase of securities was retained. 

During the tirm the operations of the Committee 
continued the nominal amount of securities depoi^ited was : 
‘Sterling securities, ^ £307,607,063, Dollar securities, 
£648,314,720, .other currencies, £21,096,800. 

« Other securities were purchased for the purpose of 
maintaining to a modified extent the exchanges between 
London and Hollan4trind the Scandinavian centres. 

^e scheme came to an end by the abandonment, on 
6th April, 1919, of the additional income tax on bonds 
retained by holders, 'and the cessation of purchases on 
28th 4pnl, 1919. The rethrn of registered stocks 
(£67,615,000) had beeq. commenced on 1st April, 1919. 

The result of the endeavour&>to maintain the New York 
exchange, to which the operations of the Committee con- 
tributed, was that practically a unifoiln rate of $4.76^ c. 
to £1, was maintained until 2^st March, 1919, when the 
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cSntrol of excha'hgeiwas'retnoved, and the market left to 
foUoV its own course.^ * 

Paper currency is fully discussed in the •next chapter; 
but concerning gol^d/we say that* many nations 
appear altogether to haj^e lost Sight of*the real functiqji 
of gold reserves, ^hijh is first and foremost to •support 
excffenge. Even those nations ^hich have allowed gold 
to be shipped in support of exchange^ have made the 
mistake of sending it n&rly all to one centie. Their 
doctrine seems to be to mak^ a heavy shipment of gold 
to the couhtry whose exchange is molt unfavourable to 
them, and to l^ve it there to work out the salvation of 
all the othef adverse rates through the media of arbitrage 
operations. A far better plfa ^ould be to diffuse Hl^p 
gold among the whole of the centres whose rates are 
against the country. » 

For further enlightenment on the effect of war on the 
foreign exchanges the reader is referred to Chapter XXI, 
in which the author discusses m detail the paper currenj:]^ 
gold reserves, andtbank deposits. Chapter XXIV shows 
in addition the position at the end of the year 1922. 



CHAPTER XI 


THE EVILf INFL'JENCE OF PAPER MONEY ON T;»JE/ 
FOREIGN EXCHANGES 

In Chapter VII we referred t6 the countries having a debased 
c'lirrency— deprecisated p^per, etc.~and it seems> desirable 
at this point to say something further about the matter. 

Paper Currency. 

Paper currency is one of those necessary evils which 
have been handed down to us from our forefathers : its 
origin seems wrapped in obrcurity, but there have been 
plenty of writers other than economists who have viewed 
with misgiving the whole-hearted way in which impecunious 
States have adopted it. Even in the^ drama* of Faust, 
said^to have been w;nttch about the end of the sixteenth 
century, the author makes the Devil thb inventor of paper 
money. The "Satire is perfectly applicable, but if the 
Devil had stopped with the invention of paper money 
his work would only have been half done. In the light 
present day experience,’ the reader may perhaps be 
inclined to agree that in the centres v^here the printing 
press has taken the place of the Mipt and depreciated 
^currency consequently is the order of the day, the supreme 
spirit of evil seems to have gone a step further, and entered 
into the minds of those who are entrusted with the 
administration- of publt^: financial affairs. In saying this, 
v^e have in mind the issues of inconvertible notes, and, 
what comes to pretty much the same thing, the over issue 
of notqs without thb-^^necessary metallic reserves— all in 
reality are forced issqes.' 

Briefly stated, the effect of such issues, or indeed of 
any emission of paper currency, is to drive gold out of 
circulaldon, but the ^currency' of the country does not 
depreciate, or, to put it another way, prices of com- 
modities do nqt begin to rise, until the paper exceeds the 
actual quantity of the metallic currency which has been 
superseded. Vfhen Ve get to that stage,, prices rise in 
proportion to the increased issues, so tliat in course of time 
122 
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iflore money, in*ten]^ oittke paper currency, will have to 
be fiven for the s^e articles which w6re previously 
purchasable for a less sum of the metallic cuirency ; which 
is equivalent to saying* that th* currency 5f a cduntry has 
depreciated. Curiously jenough,*^ this does not affect 
country's foreign tra^de, for imporfers will still* import 
fofeign products, and although tne creditor in the foreign 
centre will get no higher price fo^ the gpods, yet the im- 
porter will have to part with more of his notes to,cover the 
premium upon the gold necessary for the remittance. 
Exports also will command just the samtf price in the foreign 
country as the^ did before prices rose in the exporting 
country, '[hus, if^in a country fvith a depreciated paper 
currency the price of an article h^ risen from £l to £1' 40s., 
and that article was exported to a foreign centre, it would 
still be worth only £1, and yet exports wpuld continue, 
for the reason that in the 'foreign country the currency 
not having depreciated, the exporter will receive payment 
in gold or silver as the case may be. • The metal can then 
be brought to th^ country with the depreciated paper 
and exchanged for notes to cover the price and the extent 
of the premium— -it) shillings— for bullion will have risen 
in the saiRe proportion as other commodities. It is thefe-* 
fore plain that gold, assuming it t j be a gold standard , 
country, is at a premium. A striking example of this 
sfkte of affairs* is to be seen in tTie River Plate, where, 
when these lines were written, there was a premium on 
gold of slightly over 127 per cent. 

Although the deprecfetion of* the currency does not 
affect the foreign trade of the counfry, it does affect flie 
foreign exchanges. To explain thisp action, we may take 
the exchange between t\«) countries, one with^a full 
metallic currency, and the other witt a depreciated paper 
currency. Suppose Germany to be the latter country; 
exchange on London would rise in proportion to the 
premium on gold in*Germany, if the premium were 2 per 
cent., and the* exchange M. 20.40 to £1 ; then a bill of 
exchange drawa-irf^erlin on London will be worth more 
than M. 20.40, since it is payable in gold in Great Britain : 
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the bill of exchange will cost the Oeniifin remitter M. 20.41), 
plus the prenfium on gold, 2 per ce^ft., equal to M. 20.80 
to meaning that the person who has to purchase sterling 
will have to surrender a grater amount of the native cur- 
rf ncy than he would if tl^kt currency were not depreciated. 
It follows that the rate of exchange is always against 
that country which maintlains a depreciated currency. 

The South American countries are notorious for their 
over issuo of paper money, bVit we have other States 
nearer home in very littlq, better position. Italy, for 
example, has always favoured paper, and although 
prior to the war, there was some imprqvement in the 
currency position, there 's now an enprmous, amount of 
nptes in existence. Fo/ instance, on SQth November, 
1913, the actual cuirency consisted of* 499,293,525 lire of 
State notes, 2,261,951,200 lire of bank notes, and about 
100,000,000 lire of copper and' nickel coin, but by the end 
of 1917 the State notes had inaeased to 1,580,625,000, 
the ^ bank notes to 7,082,865,000, and copper and nickel 
coin to approximately 76,00,000 lire. ,On 31st January, 
1921, there were in circulation notes to the value of 
14,919,518,000 lire, « For this reason the Italian exchange 
is blways very sensitive, and is one of the first to feel the 
.effects of any crisis. ^The par of exchange is Lire 25.22J 
centesimi to £} sterling, and rates are more often against 
Italy than in her favour. The quotation On 19th Marcfi, 
1915, was L. 27.80. On 18th March, 1921, the rate was 
98 lire to £1, due to caii^es which we shall presently discuss. 

To return to the South Americ^ states, the Argentine 
Republic nominally adheres to the gold standard, the 
monetary unit of the Republic is the gold peso (sometimes 
termed^the ** gold dollar '"), wMch, divided into 100 cents, 
is the equivalent of ^ francs, but the currency or legal 
tender unit is the paper peso, and this, ati present, is the 
only circulating money. By an Act passed in 1899, the 
Aigentine Government established a Conversion Office in 
Buenos Aires, and fixed the r^tio at‘^ which gold coin is 
received in exchange for paper currency-^nd vice versa. 
This ratio is 44 centavos gold to 1 p;eso paper, or, conversely 
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of 127-27 per cent. The paper dollar being flxe^by law at 
44 cents gold, £1 steiling is wohl Ji 1,45 dollars paper. One 
pound Stef ling is also equal to SSfi gold SoUars. It should 
he. noted that, although exchang<| is now quoted in* terms 
of gold, actually it means papir c^ency at the legal value. 

Brazil is another countiy which, for a number of years, 
has had a depreciated paper currency. The^ exchange,* as 
we have shown in the list (#f foreign ^exchange rates, is 
quoted at so many pence to the milreis, and fluctuates 
in a striking manner. In 1900 the average rate w^ 91 Jd. ; 
in 1905, 15«fd.; tn 1910, 16d. ,yn 1911-12, ISM.^On 
16th July, 1914, it was quoted at 15ird. to 1 milreis, and 
on 19th March, 19l'5, had depreciated to 13|d. per milreis, 
by 29th October, 1919, the quotation flad improved 
to ISi^^d. The par value of the Brazilian milreis is 
approximately 27d. The currency js said to consist of 
gold and paper, but in the autumn of 1919 there ww 
scarcely any gold In circulation. 

The paper monay consists of inconvertible and con- 
vertible qotes, and prior to the GreJt War notes WQ)re# 
delivered by the Caixa de Conversao in exchange for gold, 
and vice versa, on the basis of 16d. jfer milreis. The total ’ 
0 ^ convertible notes in circulation a/ the end»of September, 
1919, was— Reis 20,911 : 610 $000, against a gold reserve 
of Reis 1,582 : 634 $379. At the same date there were in 
circulation 1,729,074 coqtos of reis cri inconvertiblorfiotes. 

Then there is Chile, another one^f those countries -to 
feel the full effect of a forced paper currency. Notes, in 
fact, are the principal medium of exchange. The peso, 
nominal value Is. 6d., fluctuates eonsiderably, and its 
relative value before the war varied^between 9d. and lOd., 
but exchange ^quotations 'have since bees recorded at 
7||d. (March, 1915J. At the end of March, 1921, the 
value had risen to 8Jd. * * 

There are, iMsjnanifest, many evils connected with 
these over issues of paper currency, but the greatest is the 
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frequency of the fluctuations"; ”ratfi oscillate so often 
and so wildlyithat neither produce/ nor exporter^ is able 
to judge with any degree of certainty whether his operations 
will ultimately yield a proA^'or a loss, 

Paper Money *and 4^e War. 

Some'notice ought als^ to be take^ of,the issues of paper 
during the Great War./^ We have witnessed during the 
past few years vhst emissions yf notes by the belligerent 
nations, ^d if. is almost axiomatic that where, owing to the 
increasing financid embarrussment, a belligerent nation 
is compelled to have recourse to the creation of a forced 
paper currency, and that currency is not convertible in 
gold, it is sure to suffej’ considerable'^ depreciation. We 
have seen in Germany's case the serious fall in the value 
of her currency, and the discount on the mark is undoubt- 
edly due to the fact that the notes issued by Germany 
are not convertible intb gold. 

The effect on the foreign exchanges of the depreciated 
p^tes is easily perceived.^ The exchanges are already' 
adversely affected by the interference* with the foreign 
trade, and the advent of the inconvertible paper is merely 
a further disturbing influence. It accentuates the evils 
wkich already exist and its effect is that foreign creditors 
must either expressly stipulate for the settlement of their 
claims in gold; or, if payment be accepted in the depreciated 
fliedium, to avoid loss, traders must safeguard themselves by 
a proportionate rise in the exchange. The evil effects upon 
a coui^ry’s unit of cttrrency are clearly shown in the case 
of Germany: the Mark oh 18thM?j*ch, 1916, was quoted— - 
In Amsterdam at 29-62% disct. In Switzerland at 25*23% disct. 
„ Sweden „ 30*33% „ „ New York „ 25% „ 

„ Denmark „ 30*56% „ 

A ht-ther investigation into some of the evils arising 
from the over issue of paper currency during the war was 
made by the author in the autdmn of 1919,' and the results, 
published in the International Banjdng Supplement of 
the Statist on 25tfi October, 1919^ are ' reproduced in 
Chapter XXI, by permission of that Jcignal.^ 

^ For a full discussion on Paper Money and its evil effects the 
reader is referred to The Functions of Money, by W. F. Spalding 
(Pitman). 
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EASTERN EXCHANGES. THE GOLD EXCHAlWE STANDARD 
AS IN OPERATION ^IN* INDIA 'AND OTHER SILVER-USING 
COUNTRIES. EXCHAlJbE REmAtjCiJCE* BY MEANS OF • 
INDIA COUNCIL BIJ.LS AND TELEGRAPHIC TRANSFERS 

♦ » 

For reasons which will manifest '-themselves to the reader 
who has survived the rooks and shoals of the JSuropean 
exchanges, and has the temerity to enter upon the study 
of what ar§ known as the “ Silver Exchanges,"' we propose 
to devote this chapter to*a study of the gold exchange 
standard, leavihg the fuller discission of exchange with 
those countries in\he Far Eastyhose currency is purely 
silver, to be dealt with in the next chapter. ^ 

Silver Exchanges. 

The uncertain factor with which all concerned in 
Eastern commerce have to ded is the gold price of silver. 
Wherever there is this fluctuating silver medium of *e? 
change, foreign trade becomes invested with a speculative 
element far beyond the ordinary chjnces and changes 
of the markets : besides the usual risks of trade, accouAt 
has to be taken of the risks in exchange caused by the 
movements in the quotations for silver, and in consequence 
business operations become con-^erted into gambling 
transactions, wherein neither expert opinion can guide 
nor caution protect the shippers. On the one hand, we 
have the exporters to such countries who find difficulty 
in calculating the exact fimount whiA will be realized By 
the sale of their consignments of go^ds ; on the other, we 
have the importing merchants of the silver-using countries, 
who are not able to estimate the cost irf their local cuirencies 
of the remittance in gold which the^ may be called upon 
to make in settlement of purchases made from^old standard 
countries. The greatest uncertainty jyevaifc among both 
sections of the •community, for every movement in the 
1*27 
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price of silver is at once reflected^in the exchange between 
the silver-usitt|g countries and those (fi the gold standard. 

That is why silver has come to be regarded as a depre- 
ciated metal uhduly subjeKi^ to sentimental influences of 
^ kinds, and ^s its .price fe?l frbm 60 Ad. in 1872 
to about 26|d. in 1014, vand then, during the war, rose to 
89 Jd. per oz., only to fall again to S&Jdr by January,. 1923, 
there is good re^on fot the disesteem in which silver is 
hejd as q, monetary standard. • 

India and the Silver Problem. 

The adverse effects upon the trade and commerce of the 
Indian ^Empire as the r^ult of the continued fall in the 
gold value of the rupee, due to the variations) in the price 
tf^^silver, led the G(Overnment to consider by what means 
the evil could be obviated, and much trouble was taken 
with a view tirthe establishment of a stable rate of exchange. 
In brief, the plan the Indian authorities followed was what 
amounts in principle to a contraction of the existing 
r^orrency : they closed their mints to the free coinage of 
silver, and, in 1893, after a somewhat heavy coinage of 
rupees, the Government ceased to acjd rupees to the cir- 
(julation, with thfe natural consequence that as soon as 
circumstances led to an increased demand for the coin, 
the exchange value of the rupee began to rise, and in the 
course of a few years h became profitable for those who had 
remittances to make to India to take" advantage of a 
standing offer made by the Government of India to give 
rupees at the Calcutta or Bombay mints, or to issue notes 
at the paper currency offices, iI^ exchange for gold at a 
rate of exchange equivalent to 15 rupees for £1 sterling. 
Once the exchange value of the rupee had reached Is. 4d., 
the Government's q,im was to maintain it at that level 
with slight variations? similar to those seen in the currency 
between gol/J-using countries, and after many lengthy 
and solemn deliberations in Commission, the authorities 
seemed to have eliihinated the disturbing factors in relation 
to the exchange between London apd their own country 
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by the adoption of a standard of currency closely akin to 
the|;old^standard \ * | 

The systan in vogue in India is one whiah Mr. Hartley ^ 
Withers jokingly terras the hsftf-way house in tlie matter 
of curren^, since, in his opinioiL Ihda^as a sort of ona- 
sided convertibility in its o\m favour. The •system, 
However, which fias now bean ip operati6n, with minor 
alterations and improvements, for some* twenty years, is 
better and more correctly described as the " Gold Exchange 
Standard."' This standard if in successful operation in 
far more countries than meyiy people ade aware of. Up to 
August, 1914, m actual practice the currency systems of 
Russia, Austria, ^Jungary, the I Philippines, Japan, and 
Holland, all resembled India'% s^teijj. The fearful 
to which the war has brought Austria, Hungary, and 
Russia, has led those countries to abandon all pretence 
at maintaining metallic standards of currency. Their 
money is now practically all paper notes. But with regard 
to the other countries in which the go® exchange stand^ 
is operating it ma^j be said that if they conform to this 
standard, the preponderant medium of exchange may be 
notes or token silver coins, and these, feeing permanently 
establishec>, are kept near a fixed par in relation to gold by 
Government control of the foreign excl^ges. With the gold 
exchange standard it is not really necjesary foi;gold to be in 
ciitulation in th<? country at all, but what the Government 
must have is the power and ability to sell foreign exchange 
at a fixed price, and this necessitate^ their maintaiijmg a 
reserve in gold, or, what^*comes to much the same thing, 
being in possession of resources reaAly convertible into 
gold. The silver currency receivetl from the sale of 
exchange is retained by th6 Government, and tho^effect 
of its being kept out of circulation ji? the same as that 
produced by exporting gold. The export of gold turns 
the exchange in favour of the country exporting, and if 
the silver-using country is able to supply fmd maintain 
the price of bilk of exShange yrith a gold standard country, 

ioH>5»3) 
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this will serve the same pui:J)Ose, and the approximaJlt 
parity with g|ld is, if so factor mainlAned. ^ 

It has beer* jgroved by experience that gold actually in 
circulation is of very little Value in maintaining exchange, 
end the internal i*ieditiinri)f circulation, whether ;it be silver 
or newels, is largely dep|ident for |ts value in exchange, 
not on its bullion contend, but on the possession of adequate 
gold resources. These resources need not necessarily be 
kept in the home country : the gold reserve of the Philip- 
pines, for instance, is maintained in New York, while 
Japan constantly'* holds a large proportion -of its gold 
resource in London, Paris, and other monetary centres. 
India’s Gold Standard Eftserve, as is wall known, is held in 
T^idon at the Bank of’England. 

In Austria, as in India, the use of notes and silver coins 
has become ingrained among all classes of the population. 
Before the war, the Austrian Government's irredeemable 
paper currency had given place to the inconvertible bank 
r -^Otes of the Austro-Hungarian Bank, which were issued 
against cover consisting of metal, biUs of exchange and 
loans. The Austrian law regulating this bank’s issues, 
admitted of its h.jlding a proportion of the cover for the 
notes in foreign bills payable in gold, and the bank was 
also allowed to deposit a part of its assets abroad payable 
on demand., By thif means the bank, representing the 
* Austrian Government, was able to keep the Austrian 
currency, in the shape of the bank's inconvertible notes 
at, pr near par. These notes were the predominant 
raedium of exchange iif Austria, and the bank, before the 
interruption of communication caused by the war, was 
able to keep them ‘ht par in relation to gold by selling 
exchange against its foreign assets payable on demand, 
and by meeting the demand for remittances to other 
countries by selling foreign* gold bills,- say on London, 
Berlin or Paris. 

The currehey in the Philippine^' is manipulated in a 

% - 

‘ Cf. Purchasing Power of Meney (Inc'ng Fisher), pages 131-2, 
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sftnilar way, the silver •pesos or coin certificates being 
niai]ttak)g^t the pa^f exchange within tb^mits of varia- 
tion that a^ly in the case of the exchange ©etween coun- 
tries whose currency iS mainly^gold. It is rarefy possible 
to obtain ^old coin for ^ver in UieT Philippines, except in 
small quantities, but^ drafts fn New York ard always 
procurable from the bovemment at par; 'plus the usual 
charges for exchange between gold standard countries,^ 
these are equivalent to gold exports, and jerve to keep 
exchange steady. « 

Besides the maintenance of satisfactory resources, the 
system therefor^ calls for the contraction of the currency 
by the reti^ementi of a sufhcielt amount of t£e silver 
coinage whenever it is apparent tnat jjiore is in circulatl^ 
than the demands of trade require. Expansion of the cur- 
rency is produced by the release of this currency to circula- 
tion, or by the issuance of new currency whenever it is seen 
that there is a shortage of the currency medium. 

It seems to be an essential part of^this system that 
intrinsic worth of the silver coins should be fixed by law 
above the value of their silver content : without such 
proviso the power to control the circulation would exist^ 
in one dfrection only — contraction: with the margin 
between the coin value and the buUion value, the power 
exists to expand as well as to contrjfct, and it will be seen 
thJt in countries where the gold exchange standard is iif 
operation, care has been taken to divorce the value of the 
silver coins from their bullion cont^int. * 

As is well known, by* reason of the enormous expoft 
trade from India, the balance of her international credits 
and debits is nearly always in her faVour, which accounts 
to some extent for the large amount of precious petals 
annually imported into India. Thi^.was also the case 
before the adoption of the*present S3^tem^of currency, 

^ The actual charges are three-fourths of 1 % for demand drafts 
and 1|% for telegraphic fransfers : the premium mafj^ be temporarUy 
increased or decxea^ should circumstances call for the alteration. 

* Cf. Purchasing Powtr of Money (Irving Fisher), page 338. 
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but whenever there was a falling exchange, the adveiae 
effects on the ffllverfcurr^cyinadethepselves felt. ^gEyents 
went to prove; in*fact, that in saying that whq^^e a country 
is upon t silvet standard, lit is as. well to maintain that 
^andard if it is desired to stimulate *the devdopment of 
the country in regaSrd lo its exports, currency experts 
lost sight of one importfant point. ^ Wiere the currency 
is depreciating as^ compared with gold, exports do increase, 
but the increase is partly due to»the larger volume of goods 
which must be exported in order to liquidate the country's 
debts to gold-using countnes. If silver is at 30d. per 
ounce and falls to 25d. per ounce, the silver currency 
unit falls with it, and tfce difference in ^alue has to be 
up by sending mqfe goods. ^ 

This was precisely what happened with India, and 
consequently ^the fluctuating value of the rupee made 
trade both uncertain and unsatisfactory. With the 
divorce of the value of the rupee from that of its silver 
content, fluctuationsdn exchange due to the fall in the gold 
price of silver were removed. There still remained the 
danger, however, that if ever the balance of indebtedness 
was against India, ^fhe value of the rupee would depreciate 
Sfhless steps were taken to prevent this. It if apparent 
in seasons of ordinay prosperity that no effort is needed 
for the maintenance ^of the rupee at Is. 4d., since the 
favourable balance of 'trade would ensure, a sufficiencyt of 
foreign bills being forthcoming for those who require to 
make remittances. When the favourable balance is 
serioiMy diminished, 'or. the balance becomes temporarily 
unfavourable, it is 'clear that Ihdia's claims on foreign 
countries in the shape of bills of exchange will be relatively 
scarce,^ and those who are uirder the obligation to remit 
sterling to Great Britain would be forced to pay a larger 
number of rupees for each sovereign the^bill of exchange 
represents. Ws indicates a falling exchange, and as we 
have seen, itk sucl\ circumstances exchange continues to 
M until it reaches that point when it is more profitable 
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t3 send gold than to remi^ bills to the creditor country. 
So fkx thi^rocedmX is simple, but the <Mculty, more 
apparent tn&n real, is that in practice no gold might be 
available for export^ sifice, although there is a legal obliga- 
tion to is|ue rupees in Jndia in^fixfcjiange for sovereigni, 
there is no correspon^ng legal fbligation on thel^overn- 
menfr to give sovereigns in exchange for fupees. Conse- 
quently, if no safeguard existed, the rupee would fall till 
it was worth no more than its silver value jt the rate* of 
the day. To meet this contingency, there are available, 
besides the general resource^ and credit*of the Government 
of India, the goy held in the Paper Currency Reserve, and, 
more particijarly, k the Gold Standard Reserve, wliich was 
specially constituted for this pur^se^ These reserves^i^p 
kept in London and India, and at the present time amount 
to a very substantial figure, and although there is no 
statutory obligation on the Government of India to take 
special measures to maintain the value of the rupee at 
Is. 4d., they have expressed th«r detomination to supgoff^ 
exchange up to the limit of their resources. 

When exchange between India and Great Britain shows 
signs of falling below Is. 3j|d., the Indian Governme nt^ 
intervenes*by selling sterling bills on London at this rate. 
They took action in this way in 1907-{)8 and 1908-09, when • 
sterling drafts on London to the exjlnt of £5»058,000 were 
sofd at Is. 3ftd.^er rupee to assist in the balance of trade? 
and again when exchange dropped as the result of the 
financial disturbance which accompanied the outbreak of 
the recent hostilities in,*Europe. * On the latter occasion 
the Government offered these ** Reverse Councils,” as 
they are called, in the shape of telegraphic transfers on 
London as an alternative fo bills. This action b^d for 
effect the maintaining of exchange jn the neighbourhood 
of the gold export point from India, and the^fact that this 
value was maintained throughout August, 1914,' while 

^ In August, 1914, tlTe Government anndunceif that they were 
prepared to sell orafts^bn I/)ndon at Is. 3|§d. and telegraphic 
transfer at Is. 8|fd., tgUie extedt of ;^1,000,000 weekly, in support 
of exchange untU further notice. 
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the currency of other countries more favourably situated 
abnormally depredated, is a strike testimony!, to- the 
efficacy of J:he Indian arrangements. Di^reover, it 
demonstrates the wisdom ^ keeping a part of the gold 
Reserves in London. 

Couxicil Bil^s and 'f elegraplfic ^ansfers.^ 

This chapter wpuld ber incomplete without some explana- 
tion of the manner in which the sales of Council Bills and 
telegraphic transfers on India by the Secretary of State 
in London are carried out. These sales are considered to 
be the central feature of the machinery by which the 
Indian finance and currency system is ^t present managed. 
^(8® have, so to speak, Awc' bodies in the open market : 
on the one hand, the Indian Government requiring English 
currency for, the purpose of paying for its purchases of 
bar silver, interest on loans contracted here, pensions due, 
and services rendered ; on the other, a group of bankers, 
financiers and impolters qf Eastern produce, desirous of 
idling their indebtedness to India in i;upees. The Indian 
Government want sterling in London to pay their home 
charges, while the jankers and others heed silver rupees or 
"jfeper currency in India. This latter class know that there 
are only two ways of procuring rupees from the Govern- 
ment in India : a banj^er or merchant may present Council 
drafts, purebred in England at varying* rates per rupfee, 
or he may tender sterling in exchange for rupees at the 
fixed rate of Is. 4d. In ordinary times it suits the remitters 
to serfd out these bills purchased in London. 

‘As far as the Indian Government are concerned, they 
inherited this method of drawing funds from India from 
the old East India Company, and as the system is found to 
be a convenient oneTor all parties, the India office have 
continued it down to the pr^ent day. ,.The practice in 
principle am6unts to the selling of rupees to the highest 
bidder, and the Indian authorities in London have made 
arrangements whereby would-be itoitters may make 
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definite ofters, though the medium hf the Bank of England, 
for ^ many lacs of ^pees— a lac beiag equal to 100,000 
rupees, \ I 

The plan followed is this : ^ each Tue»ny notice is 
exhibited at the Bank pf Engl|nd^ stating the aggregate 
amount Which will be aHotted, aid tenders are invited i(k 
the bills of excban^ and telegraphic transfers dn the 
Indian Government authoriti^ ajt Calcutta, Madras and 
Bombay. There is no obligation to allot Ihe whole amount 
stated, and as a rule, applications at prices lower than 
Is. 3||d. per rupee for the bifls and ls^3}ld. for transfers 
receive no allotment. Eafch applicant specifies at which 
place he desires to receive rupees, and if it is Recessary 
for him to ‘have lunds immgdii^ely available at o(ie or 
other of the centres named, the remitter will apply »r 
telegraphic transfers; but if a remittance by mail will 
suffice, he tenders for the drafts, and in the latter case, 
as the India Council has the use o! his money for two or 
three weeks before rupees are paid qver in India, a lower 
rate will be paid for the drafts than for the transfers, -(kn 
allowance having t*o be made for the interest on the money. 
As a matter of fact, the price charged for telegraphic 
transfers is ordinarily higher by /jd. ]per rupee than tli|^ 
charged for bills, but when the Calcutta or Bombay Bank 
Rate exceeds 8 per cent., tenders for transfers rank for* 
allotment with^ tenders for bills •only if •they are tVd. 
higher. Allotments, of course, are made to the highest 
bidders, the price varying in proportion to the intensity 
of the demand : the mqre the remtttances are needed the 
higher will be the rate^ offered, and as in such times the 
total amount tendered for exceedj the amount offered, 
allotment is made pro rata^ 

Each Tuesday, as soon as the^ tenders hate been 
examined, a statement is issued gitfng the total applica- 
tions, the allotments, and’ the amount to*be offered the 
following weds. .These particulars are available on 
Tuesday afternoons. 
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RenuttaxKses can aMo be purchased on other da 3 r 3 in 
the wedc, and the pdce chargecf by the India Qffice 
at not less thslji ii*!rd. higher than the^owest prji^ at which 
allotment^ have been ma^e on the preceding Tuesday. 
Bills and transfers obtained iA thi^ way are termed “ Inter- 
diediat^ " or ** ^ecials// and tl »2 exact rate dhargeable, 
together with the maxinrum amouii tOi>be sold is |xed 
for the week each Tuesday.' 

The primary object of this Government dealing in bills 
of 'exchange* and telegraphic transfers was really the 
laying-down of fun^ in Lorfdon to provide for the Secre- 
tary of State's Home Charges, but with the efflux of time 
and the^necessity for msuntaining the exchange value of 
the i^upee, the system Ij^ })een extenSed to^meet other 
retjmrements. It was temporarily suspended when the 
Government decided to force the exchange value of the 
rupee up to l5. 4d., and later, in 1898, sales were resmned 
as a means of altering ‘the location and disposition of the 
general resources of 4:he Government of India, and thus 
fyodde the means in time dl’ monetary stringency whereby 
currency could be readily and quickly expanded. Finally, 
the sales of these bills are so regulated ^ not only to meet 
requirements oi the Secretary of State for India, but 
also to satisfy the demands of trade up to such an amount 
as will enable the baFance of trade in India's favour, over 
and above the* amount%f the Home Chargj^s, to be settlad 
without the export to India of more gold than is actually 
required there for absorption by the public. 

Since the first edition of this, book was published in 
August, 1915, the havoc of war* has been apparent in 
exchange, which, like jnost other things, has been adversely 
afiected by the vast expendijure of life and treasure. 
Silver, lor which Indsa has always a voracious appetite, 
has been in demand'<Dy all nations, with the inevitable 
result that its«price has risen fiy leaps and bounds. The 
full tale is toldjn the autW's Easten\Exchange, Currency 
nnd Finance, and it^'must suffice here to say that in the 
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tmtoward circumstances ^riling out of the war, India has 
had to gay more anS. more for the silver oh which she is 
so great auSv. The hiivy cost of the silver ypee has thus 
caused the Indian Governnjeftt to raisd its Exchange 
valub, in order, chlefly/i to prerent si|yer rupees front 
being melt?d ^d export&i. On ^h ^December, Wlp, the 
Secretary of Stated for* India reused the rate of exchange 
for immediate transfers to Is. 4iVd.*, and fgr deferred trans- 
fers and bills to Is. 4jd. Oa 10th January, 1917, if became 
necessary to raise these rates again to Is. 4j(i. per rupee 
for the telegraphic transfers, and for the council bills and 
deferred telegraphic transfers to Is. 43Vd. per rupee. No 
other alteration made until 37th August, 1917, when, 
owing to thS world-wide derriand for silver, the Indifii^ 
authorities were obliged to raise the^alue of the rupee 
again by making the exchange for immediate telegraphic 
transfers Is. 5d. and that for councjl bills Is. 4.l5d. The 
only alternative before the Government was to go on 
coining rupees, which, at the price of silver then ruling, 
would have meant ^an enormous loss to be borne by tlie 
Indian taxpayers. No further alteration was made until 
10th April, 1918, whSn, owing to the coTjtinued rise in the 
price of sMver, it became incumbent upon the Indiaif^ 
Government to protect its currency ^unit by once more , 
raising the exchange value. AcQprdingly, immediate 
tel^aphic transfers were made available at Is. 6d. per# 
rupee, while the charge for the deferred transfers and 
bills was fixed at Is. Sffd. per rupee. Steps were taken, 
too, to reduce drastically* the ameunt of “councils'^' to 
be sold. In the meantime the demabd for silver by afl 
nations showed no signs of abating; supplies were short, 
and the price soared higher and higher. For a time^t was 
under control, both in England and in America, Consumers 
were, in reality, Rationed, l^ater, control was taken off, 
and immediately the price started rising. *The Indian 
authorities were reluctant to make more changes, but 
the force of circdmstances was against them. No Indian 
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& C 

would part with a rupee on Is^ 6d. basis when he knew 
perfectly weU thsCt its bullion valde was much higher; 
he would muf.h rather add the coiii to his or seek 

to melt "and stnuggle it out of the country— no matter 
^ow strict the |aw on (the subject/' Consequently, the 
Gov^mnent had once ^ain to S'aise the e^clfenge value 
of thie rupee, ^and this time they idvknced it far higher 
than the mark/it expected— they were allowing for a 
margin of safety. On 12th May, 1919, the price for im- 
mediate tele^aphic transfers was fixed at Is. 8d., and for 
deferred telegraphic transfers and bills at Is. 7-Hd. 

At these levels it was hoped the limit of the rise had 
been reached, but it isf* a curious illustration of the far- 
i^YAng effects of th^? Great War that feven as these 
pages go to press,*finality does not appear to have been 
reached. ^ 

On 12th August, 1919, the ever upward movement in the 
price of silver necessitated a further rise in exchange to 
Is. lOd. for immediate ^ telegraphic transfers, and to 
9i4d. per rupee for deferred telegraphic transfers and 
bills, and as silver continued to soar in price, on 16th 
August, 1919, th^ rupee was put on‘^an effective 2s. basis 
“by making exchange for immediate telegraphic transfers 
2s., and that for deferred transfers and bills Is. IIW. 

On 25th November, rates were again altered to 2s. 2d. 
I for telegrapfiic transfers, and 2s. iHd.cfor deferred tele- 
graphic transfers and bills ; and on 16th December, 1919, 
it was found necessary to raise rates once more to 2s. 4d. 
for felegraphic remitt?nces, and 2s. 3ild- for deferred 
telegraphic transfer^ and bills. 

In the meantime a Committee which had been appointed 
by tl^ Government on 30tlk May, 1919, to examine the 
effect of the war cfn Indian exchange and currency, had 
come to the end^f its lal)ours. Th^ Report of this 
Committee Ws issued on 22nd December, 1919, and 
among its principal recommendations was the following— 
(a) That the balance of advantage wa5 decidedly on the 
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sifle of fixing the exchaiigi value of the rupee in terms 
of goid than inj:erms of sterling* f 
(6) Thatroe stable*relation to be established between 
the rupee and gold should b^ dt the rate of Rs.*10 to one 
sovereign, ^or in other wj>rds, at^therat® of one rupee foj 
11*30016 grains of fi^e gold both for foreign exchange 
and for internal circulation. . * 

These recommendations were accepted by the Govern- 
ment, and in putting theih into operation a diwrce was 
effected between the rupee a^d the paper pound sterling. 
As it subsequently transpired, howeveit the linking of the 
rupee with gold and not with the depreciated paper pound 
sterling did not stabilize exchaAge, notwithstanding the 
fact that tTie Government •solH “Reverse Counefh^J 
(bills and telegraphic transfers, India on London) to a 
considerable amount in support of exchange. Exchange 
broke away badly, and the rupee, fell from over 2s. to 
Is. 3d. The root of the trouble was to be found in the 
adverse trade position. Early in ‘f921 the balance^ o;^ 
trade was heavily against India, and with few buyers for 
her products, the export market became crowded with 
goods ; the result was that the exch^^nge value of the 
rupee fell fo the level stated. That was the position whelT^ 
the fourth edition of this book went^to press ; and there . 
was no sign that the Indian Goj^mment intended to 
deTf)art from the»2s, gold basis it had fixed for the rupeet 
and as it stands 10 rupees are still exchangeable for one 
sovereign, as compared with the forprier ratio of 15 rupees, 
which had been in force^*for nearly twenty years. 

The selling of council bills and felegraphic transfers, 
London on India, ceased on 5th January, 1920, and was 
not resumed until 9th Jantftiry, 1923, when the S^pretaiy 
of state for India announced that ^ limited amount of 
council bills and telegraphic transfers (deferred and 
immediate) would be offered for sale by competitive tender. 
The resumption of tlfe sale of Council draftsf it was stated, 
had been decided upon witlj a view to strengthening the 
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Secretary of State*| sterling r&otirce^i against his require- 
ments in 192^24. The bolding of /further saj^ier^fl the 
amounts to Iw offered, it was further annomced, would 

o * ti ^ 

be dependent on conditions of excKat^e. 
t The amount oflered'bn^Tuesdaj?, 9th January^r 1923, was 
fifty lalcfis of rupees, payable at Gilcutta, 'Bombay, and 
Madras. The Vesult of^ the tendering, after the lapse of 
over three years,' is interesting ; only a small amount of 
thf^ bills 'was,, applied for at an exchange of Is. 4T^d. per 
rupee ; but at this rate noire were allotted. Seven lakhs 
of rupees (Rs. 7,05),000) in deferred telegraphic transfers 
were applied for at Is. 4^d. per rupee, and were allotted 
in fuU. For the immediate telegraphic transfers the 
Judications were very large, the total amount for which 
tenders were received being Rs. 455,00,000, at rates varying 
from Is. 4irVfi- to Is. Sa Jd- No tenders, however, below 
Is. 4jj^d. were accepted. Tenders at Is. 4iVd. received 
about 9 per cent., ^while those applying at Is. 4dAd. 
received allotments in full.' The total allotment of imme- 
diate telegraphic transfers was Rs. 43,00,000, which, with 
the Rs. 7,00,000 of deferred telegraphic transfers, made 
ijjp the total of fiftj^ laklis offered by the Secretary of State. 

It remains to be seen what will be the ultimate effect 
on exchange. 

When Council Bill^’are allotted, the allottee fills up^ a 
form with particulars of the bills desire^ and leaves this 
at the Bank of England before 12 o'clock on the day 
preceding that on wh’ch the bills are required ; the bills 
are then delivered tfie next day on payment in cash not 
later than 2 o’clock. 

When a telegraphic transfer has been allotted the neces- 
sary t^sgram autho^zing payment in India on demand is 
sent on the day o».wMch payment for the transfer is 
made at theJBank of England. Immediate transfers are 
payable in India on the day following the issue of the 
telegram ; deferred transfers are payabje sixteen days 
after the issue of the telegram. 



CHAPTER XIII 

THE EASTERN EXCHANGES ^CONTINUED).' uuiMA AND 

Tfte SJLVER PiOBJ,EM 

• • ' 

We have seen* in tjie ease of India that although fRe silver 
rupe^ is still the currency unit, yet the GcAremment have 
formulated rules and regulations by which the exchange 
value is efficiently controlled, notwithstanding tfie 
fluctuations in the price of siWer. 

Currency of China. 

With Chin^i, hov^ver, the position is not so satisfactory. 
Speaking generally, we say Cluna^is ou a silver basis, 
it is very difficult to say what, exactly is the currency — 
each province seems to have its own ideas on the subject, 
and silver is legal tender for any amount and in any shape, 
national or otherwise. As far as the actual money of the 
people goes, the principal coinrin daily use is the copper^ 
cash, worth anythiag from one*thousandth to an eighteen- 
hundredth of a tael, It is a very small copper coin, the 
modern replica of the li, which coin is 'Said to have been 
in use in China for more than 3,000 years. The Britisu 
community know the coin as " cash,'# but the French call » 

•• - 

The tael is not Wy the name given to a coin, but it is als(/ 
the unit of weight which is in use all over China, and is 
taken to represent a Chinese ounce of silver, equal, 
according to the Britisfi standard, to 583'20 grains troy, 
but it varies considerably in different provinces. ^ 

The Mexican dollar also circulates in many places, 
and in the British Colony *of Hong^Kong this dollar is 
widely used, but even there it is nqt the only currency 

^ In A.D. 1696 a tael of silver was worth 1,760 pash ; in 1889, 
it was worth 1,380 cash ; in 1905, 1,840 cash ; and in 1914, about 
1,400 cash. The vain# has- varied betwwn 3^p00 and 9,000. 
(S. R. Wagel, Fiimnu in China : Shanghai.* 
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unit. Indeed, as far as Hen§-Kong is concerned the 
position canr onl^ be described ^as unique,^h«pped 
Mexican doll^prs^ and British dollaS^ form tliecirculating 
medium/but tlie dollar (fupted in the exchange rates is 
^,hat represented^by^the^^otes of the** three British banks 
established there. The equivalent pf these ootes in terms 
of gold is, in fact, the basis fcTr all foreign exchange 
settlements in the Colohy of Hong-Kong. 

fWe have no space to go fully into the Chinese currency 
S 3 ^tem— it would need several volumes to describe ade- 
quately the existing state of 2 ||[airs, but some idea of the 
difficulties with which one has to deal may be gauged 
from thfe fact that not oilly does the tafil as a weight vary, 
^‘also its value as a c\in\ 2 ncy medium : tfiere are often 
wide differences between the taels of Shanghai, Peking, 
Hankow and Haikwan. Apart from these, the Chinese 
make payments by weight in silver bullion, known as 
sycee,® i.e. fine silver, made up in the form of small ingots 
^weighing approximately 50 taels. These pieces of silver 
are termed “ shoes,"' and although th%7 form an essential 
part of the monetary circulation in China, their issue is not 
directly under th'i cognizance of the Government: the 
%iaking and assaying of the shoes is largely inf the hands 
of those who cast ^hem and of the bankers and money 
changers. 

The dollar coin, however, makes its appearance in miny 
domestic and retail transactions, and as there are nearly 
a dozen kinds in circdation, the variation in value may 
bettef be imagined than described. The Mexican dollar 
is the one most favourably received, and there is conse- 
quently a greater number of those coins in circulation than 
of an 3 ^ other form of silver- dollar. Various subsidiary 
silver coins, 5, 10, an^ 20-cent pieces, are also in circulation, 
and the existing chaos is not lessened by the fact that 

^ A “ chopped " dollar is one bearing the ** chop ” or trade 
mark of the n^ve (^ealer. o 

* This term is denved from the resemblance of the metal to 
sat $sH (fine silver). 
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softie of the provincial ipints are allowed to issue these 
subsi4iaij[^coins when it suits theii^ convenience, for 
purposes of f'€venue, » | 

If there are variations in th^ ^alue of the*silver*currency 
Mn the interior tracfe, there is wery^ lijtle wonder tha^ 
di£&culties areiencount^red when it is a question of»fqreign 
traden It is acknftwMged thgit commerce between gold 
standard countries is satisfactory to all classes of traders, 
for both importers and exiJorters know exactly the return 
they may expect, but in trade between a* silver-using 
country and one on a gold Ijasis, a large* measure of uncer- 
tainty invariably exists. \^enever there is a fall in the 
gold value of silver,^ither the exp6rter in the gold ^andard 
country or ‘the importer in» the silver country rr^s’^^t 
suffer. 

Let us take the case of the exporter. We;,will suppose 
that A. Blank & Company, of Manqhester, calico printers, 
send goods to Shanghai, which they hope to sell there for 
a total sum of, say, £1,000. Tj;ie pridb of silver when the 
shipment was dispatched was, we will say, 25d. ]^r 
standard ounce, and on this basis A. Blank & Company 
have calculated the ’selling price which^is to yield them 
£1,000. By the time the calico arrives in Shanghai, th^“ 
gold price of silver has dropped, we yill suppose, to 20d. . 
per standard ounce, and this obviojily indicates that the 
mJbufacturers will receive one-fifth less for their wares^, 
since they are paid in the currency of the province (taels 
in this instance), and when Blank^& Company's money 
comes to be converted^* back into* British gold pieces, 
they are face to face with the fact that the outturn is £20b 
less than they had calculated : they have lost one-fifth, 
and receive £800 only. This*is, of course, an extreme case, 
as in the ordinary course silver would be unlikely to drop 
5d. in the period between shipment an^arrival of the goods 
in Shanghai ; but whatever the fall, the prfnciple is the 
same, and the illustfation serves to show#exactly what 
happens. 
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It is not bnly the Bntish e^orters who stand to lose^jn 
the lottery o^ trade with countries which have an unstable 
silver exchaiwe ; the capitalist alfo, and §5/8y class of 
investor ft is liable to be adversely affected in operations 
with silver standar4 eguntries^ The rate of exchange^ 
betweep. such countries and gold standard Countries is 
plainly the exchange between gol4 and silver ; therefore, 
if a person has invested "in undertakings in the silver 
country, when he receives his< dividends in the currency 
of that country, he will obtain less for his dividend warrant 
on the London mj^ket in proportion to the fall in the price 
of silver— assuming that it does fall. Conversely, he may 
reap a higher return onihis investment if silver has gone 
up-jbefore the encashm^t pf his divid!end. ^ 

Finally, the principal is affected in the same way, when- 
ever it is desired to convert it back into gold. A further 
example will show how this works out in practice. 

We may assume that an investor, encouraged by the 
chance of earning $ per cent, on his money, remits to 
China £1,000. The price of silver on the 1st January, 
1914, was 26iVd. per ounce standard ; on the 31st December, 
1914, 22Hd. For the sake of argument, we will imagine 
^jur investor sent the money out to the Fasten country 
on the 1st January, 1914, but circumstances made it 
advisable for him to tgcall his money at the end of December 
in the same' year, Wnen the metal ha^ depreciatedoto 
22Jid. ; in converting his principal back to British cur- 
rency he will find himself faced with a sharp loss. Silver, 
in wUch the investiiient stood^^has dropped 3id. of its 
gold equivalent, roughly, one-seventh; consequently on 
conversion the gold yalue of his original £1,000 has fallen 
to about £857. 

We 'may now leave the general question of the adverse 
effects of this depf\;ciating silver currency medium, and 
pass on to a consideration of those exchange questions 
with which ^e are more particularly concerned in this 
book. 
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Exchange Rates. 

* I 

In •thc^ table given .on page 42 it will be remembered 
the exchanges of theSe silver standard countries were 
quoted in shillings and ’pence ^6 the dollar, tael, or rupee, 
^ as the case^may be, tW h, the gdid vstlu® of the respective 
sjlver coins. Hon^-K^ng, for instance, is quoted tfe. .10|d. 
to the dollar, and ShJlnghai, 2s. 5fd. to#the tael. The 
rates from these centres, as was explained, indicate the 
price for telegraphic transfers on London : ^ tho unit »of 
exchange in the centres name/i being by general consent 
the rate for telegraphic transfers on London. 

Let us take the Shanghai rate as an example : 2s. 5fd. 
per tael means thal^for every silver tael the remitter hands 
over to the exchange bank ii! SlMghai, 2s. 5|d., or^ tq 
give it its real significance, a little less than one-eighth of 
a sovereign in gold, will be paid to the per«on in whose 
favour the remittance is made, as soon as a telegram can 
reach the bank’s London branch. 

Now, although the newspapers consent themselves with^ 
giving the telegraphic transfer quotations only, Eastern 
bankers from whom they obtain the details quote additional 
rates, and as the student may be called upon to carry 
through transactions, it will be well to refer to the other 
quotations. Besides the T.T. rate, ^ it is called for the 
sake of brevity, we have the four ^fionths’ ^sight and six 
months’ sight rJttes, which are the quotations for first-* 
class bank bills. Both quotations are higher than for the 
telegraphic transfers, ^ that is to say, for every silver tael 
paid in Shanghai the b^hk will allow more shillings an^d 
pence where it is a question of paying the gold value in 
London four or six months hence, tfhan it would if the 
payment is to be made on dAnand or by wire. Th^ reason 

^ In addition to the T.T. rate, the batfw quote a rate slightly 
higher for demandibills. The T.T. quotations given in the Press 
are what exchange dealers call the “ selling rates " ; •but the foreign 
banks also wire to their London agents the “ 4 m/s L/C." quotation, 
which is the " buying rsfte." On the day the Shanghai T.T. came 
forward as " 2/5fd!!", the 4 m/s buying rate was 2/5fd. As a rule, 
outward remittances frpm London cost about id. over these rates. 

n—(i3»5> 
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is, that if a bill drawn on London, payable four months 
after sight, is sent, the remitter is bound to^plac6 the 
receiver in su^h a position that if th& latter chuoses to turn 
the bill into cash after it has been "sigjhted ” and accepted, 
he will not be wcrse, than if fpe money ha^ been sent 
by cablfe'. 

The rate for^these time bills is thus in a large measure 
dependent upon^the rate of discount ruling in the centre 
upon which t]iey are drawn. But the reader may very well 
remark that the banks in the East at times play the role of 
buyer. This is s6'; there is ro difference in the factors 
governing the price they will pay for merchants’ bills 
drawn on London ; in tnis case also eognizpce is taken 
of fhe discount rates nflin^' in London, or upon whatever 
centres the bills are drawn, and in each instance some 
account must be taken of the charges for stamp and other 
incidental items to which we have referred in discussing 
Continental exchanges. 

^s may be gathered, therefore, the discount rates ruling 
on the London market are of great, importance to the 
Eastern bankers and exchange dealers : so important are 
they, in fact, that- it is necessary for each side to keep in 
*?irect telegraphic communication regarding tne existing 
discount quotations rnd the probable trend of the markets. 

As we saw, when examining the principles which govern 
‘the sales of bankers’ bills by the European bankers, and 
bankers in gold standard countries, it is the rate at which 
they^are able to coyer their drawing operations which 
governs the price at which they i^ill sell bills. If a banker 
has funds deposited with his correspondent upon which 
he can draw, well aiid good : if he has no balance with 
the agent, he must either provide the wherewithal to meet 
the bills which he^^has drawn, or, alternatively, he can 
instruct the^ agent to draw* on him in reimbursement. 
Finally, there comes a time, as we pointed out, when, as 
all other mefans of placing his cofresppndent in funds 
have been exhausted, the banker will be obliged to ship 
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gold in cancellation, of 4ii? indebtednps. The position 
in regardito silver countries is exactly the same, the only 
difference being that fhe bankers will, as, k last resort, 
ship silver to be sold^fot what»it will fetch. 

* With th^ depreciating^ silver Standard, they have not* 
the advantages of having a fixed price for the mefal npon 
which operations can bb basedj* Gold, on ihe other hand, 
as shown in the various illustrations we •have given, has 
a fixed rate at which it is received in all the gpld StandaM 
countries, and the mint parity forms a reliable and con- 
venient basis upon which exchange is Calculated between 
the various centres. It is not so ^with silver ; there being 
no fixed price^ for ^ver, it is impossible to state a defiyte 
ratio for calculating the par^of Exchange between gold 
and silver using countries. All we can say is, that the 
rate of exchange depends upon the gold price of silver as 
fixed upon the London market each day ; hence it follows 
that the quotation for telegraphic transfers, upon which 
all other rates in silver countries €ire based, is itself governed 
by and follows the fluctuations in the price of silver. 

Experts in Eastern exchange have even attempted to 
define the specie points with these silvtt-using countries, 
and the fJllowing details, summarized from remarks 
made by Sir Charles Addis on the sul^ject,^ may perhaps 
better illustrate the course of these silver excjianges. 

The rate of exchange, it may be noted, although subject 
to the variations in the gold price of silver bullion, does 
not always respond to these changes, yet, broadly speajsing, 
the gold price of silver i§ taken tb form the limit abov« 
which, after adding importing charges, exchange cannot 
rise, and below which, after deducting export charges, it 
cannot fall* 

' In an address to the Shanghai Literary <ind Debating Society 
on “ The Daily ExAange Quotations.” 

• Some of the French experts prefer to use l!he expression 
” relative par ” as more correctly describing the relation between 
gold and silver. The atfthor of Le Porte feuiile (Mf P. Lepeltier), 
whose remarks we \ranslate, says that this abstract expression is 
used to indicate that thf exact ttstio cannot be fixed, since in one 
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A banker, then,, in selling bilk, i^ guided by the price 
of silver, and he will not draw and sell bills on London 
branch oyer al }ower silver price (or higher exchange) than 
he can purchase the same ^quantity of silver elsewhere, 
^lus the cost ofshipimeht to tlfe centre in v^hich he is 
operating. It must be remembered that ‘the banker in 
this case is aerially selling’ claims *co gold in exchange for 
the silver he receives. The reverse operation is seen 
wnere the bsiiiker buys bills of exchange (claims to gold) on, 
say, London. In this instaace he gives silver in exchange, 
and will not pay 'a higher silver price (which is a lower 
exchange) than that wbkh would be obtained if he sold 
the silver' for gold on some other centre : in this case it 
would of course be less 'the cost of transmission. 

In view of these factors, it necessarily follows that the 
gold price of silver is the fundamental basis for fixing the 
rate of exchange in the East, and taking Shanghai as the 
place from which we are operating, the exchange quotation 
isrtaken to be above the silver price when it exceeds the 
gold price at which the given quantity silver, after adding 
the cost of importation, could be laid down in the centre 
yarned, and so nhich lower than the silver quotation when 
it is below the gold price at which the same *quantity of 
silver could be sold ki London, after deduction of exporting 
charges. 

It is fairly clear that the real trouble irf Eastern exchange 
lies in the fact that we have three main factors to deal with 
instead of two. In*the gold exchanges we have simply 
^.he demand for and supjply of bills and telegraphic transfers ; 
in the silver exchanges the matter is complicated by the 
way in which we alsb have to depend upon the fluctuations 

of the countries gold will be merchandise, and in the other silver 
will be merchandise :‘~consequently each will have a variable price 
like that of ?.ll other merchandise. The fludtuations in the price 
of silver in the country which considers it as a commodity will be 
in an inverse ratio to the price of gold in^the other country : if the 
price of silver 'goes tip in the first coun^, tl^ quotation for gold 
will fall almost methodically and in the same proportion in the 
other country. 
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in*the price of silvei; on ‘the London market. We have 
seen liovr ‘the alterations in the price of silver affect 
exchanges. As far as the fluctuations restflting from the 
interaction of the demahd for^and supply of bills are con- 
cerned, it ijiay be said (hat thej^ ar^ CKactly similar to# 
those seen in ‘drawingb and remitting bills betw56n gold 
standard countries. With a limited supply of bills and a 
keen demand, there will be competition toong the banks 
for the paper, and the silver price will rise, or, stated another 
way, exchange will fall. Conversely, if there is an abund- 
ance of exports many mercsiitile bills w^ll be offering, and 
merchants will take a lower silve^ price for them, that is, 
exchange will^rise. • 

For the rest, the case of China iffords a useful illustra- 
tion of the point we have once or twice emphasized in this 
work, that is, it is the country drawing th^ bills which 
really settles the rate of exchange. We have already 
stated that where there are two countries trading together, 
one set of bills serves to liquidate the double indebtedness, 
which arises, and with the exchange business between 
China and Great Britain the same principles apply. John 
Chinaman number one draws on LonGK>n for the value 
of his exports, while John Chinaman number two remits 
to London (through the intermediary ^f the bank) for the 
cost of the imports, and the one bill server for the two 
transactions. Tlfat explains in one way why the rate of* 
exchange is fixed in the centre drawing the bill, say, 
Shanghai : the other factors goyerning the case are 
explained by the bankjer^ we 'have already quoted, 
somewhat in the following terms. 

Shanghai draws on London for thh cost of her exports 
and remits to London for th5 value of her imports, ^nd the 
principal reason for this procedure is. that the manufac- 
turer in Great Britain does itot wish to be bothered with 
the variations in exchange, although, as the reader has 
seen, he may l^e pretty severely affected •if silver has 

^ Sir Charles Addis. 
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depreciated before^his goods Are* sold, Leaving that out 
of the question, however, we may take it that* aSl his 
expenses ^are p$iyable in gold, he naturally ptefers to deal 
in terms of that metal. Consequently, goods shipped to 
China are nearly Jdways j^aid for by remittance, or drawn 
for in sterling, which comes to t?he ^sam6 thing. The 
Chinese produos^r is on rajther a ^different footing." His 
expenses are in ^Iver, and in silver he wishes to be paid. 
His pro(hice,^ however, he has sold to Great Britain for a 
gold price, and either he cannot afford to, or does not 
want to wait until' a remittanCfe can be sent by mail from 
London. The one way qpen to him is to draw in sterling 
and settle the rate of exchange on the j^pot, Y^hich he does 
and so makes an end of the matter. 

It only remains to add that, apart from the fluctuations 
in the silver ‘exchanges caused by the unstable condition 
of the currency, there is no difference in the causes which 
influence rates. All those factors in the fluctuations 

t 

t which fall under the headifig of demand for and supply of 
bills in gold countries, namely, trade conditions. Stock 
Exchange influences, and banking influences, are present 
m the silver exchanges, and if this is borne in mind there 
need be as little difficulty in mastering the theory of 
exchange with the aountries of the East as there is with 
the countries, of the V/est.^ 

^ The great silver question and its intimate connection with 
Eastern exchange is discussed at length in the author’s work on 
Eastern Exchange, Currency and Finance. (Sir Isaac Pitman & 
Sons, Ltd.) 
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THE MEyHODS BY WI^CH OPERATC»IS#ENDEAVOUR TO 
ELIMIlfATE EXCHANGE RISKS. EXCHANGE ‘AS 
PER ENDORSeAeNT. FORWARD EJLCHANGE 

In countries where exchunge is subject to sudden and 
violent fluctuations the question as to who shall bear the 
loss, if any, is one which cause! all concerned in the transac- 
tion furiously to think. One more or less satisfactory 
way out of the inj/^asse is to draw the bills with the clause 
" Exchanged per endorsement.'** The object of endaising 
the rate of exchange on the bill is to transfer the liability 
for any loss in exchange on to the foreign importer, that 
is, the person on whom the bills are drawn. 

“ Exchange as per endorsen\ent.” 

The drawers of ^sterling bilfs on foreign centres usually 
insert the clause in bills before ' handing them to the 
bankers for sale, ahd hitherto it has b^en the practice for 
the bankers to complete the clause by endorsing on the 
biU the rate of exchange, and the drawer is then paid the 
amount of the bill less the usual cgjnmission and charges/ 
This method hys been found to work well* so long as the 
rate of exchange was not too much against the foreign 
drawee when time for payment arrived, but at the present 
time, owing to the increasing ijuJnber of cases in which 
the persons on whom bills of exchange are drawn refuse 
to pay the equivalent at the rate; of exchange endorsed 
on the bills, the custom ajnong some of the bankers is to 
quote the seller of the bill the rate and insist on his^ndorsing 
it on the bill Jiimself. Upder this Arrangement any dis- 
pute which may subsequently arise when the bill is pre- 
sented can be refeared back to the draw^ for settlement 
between the drawee and himself. 
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Forward Contract^ 

So far we have considered that all tills, etc., a^r^bofaght 
or sold on the spot, but in countries having an unstable 
currency, ‘there 'is a method which both importers and 
exporters seek t^ remote some* of the risks attendant 
upon the. fluctuating exchange : th^ make^ forward con- 
tracts with the exchange banks for thO purchase or sale 
of bills and tele^eaphic transfers as and when favourable 
opportunities present themselvfes. To the novice these 
operations mdy appear somewhat technical and involved, 
it will therefore be jvell to set opt- separately one or two of 
the transactions as they occur in actual practice. 

First of all take the cas& of the British, exporter who has 
con^gned goods to China. His agent there (the importer) 
has a ready market for the consignment, and is under 
agreement to^put his principal in England in funds by a 
certain date; he kno^vs approximately the amount he 
will be obliged to remit to Great Britain, and to avoid the 
exchange risks he makes a contract with one of the exchange 
banks in China, Shanghai for instancy for the purchase 
of a telegraphic transfer on London, deliverable on the 
date required, at ^an agreed rate of exchange. This is 
termed buying forward exchange, and the ratef is called 
the "forward rate." When the date arrives the sum 
due is paid to the Bank in Shanghai in taels, and the remit- 
tfince is forthwith sent by cable to the* bank’s London 
branch for payment to the British exporter, or whoever 
else is concerned, in sterling. 

For\fard contracts for the purchase of bills from expor- 
ted from a foreign Country to England serve a double 
purpose. They eliminate the risks of exchange both for 
the exporters who wish to have a certain fixed sum paid 
in exchange for their bills, and also for the importers who 
are under the obligation to remit by mail to the British 
or other expofters. For example, the Chinese exporters 
of the tea which arrives in England during August, know 
as far back as April or May that they will’ have to draw 
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steHing bills on firing IlQndon, and if the exchange 
quotations • are favourable they will endeavour to make 
forward contracts with* the bankers to purchase^ the tea 
bills, deliverable, say, two 05 three months hence. So 
Wch for l^e Chinese efcporter,* but# tjiere is also the» 
iipporter who desires to operate in the reverse way. In 
his case he may perha^ want. to make a^remittance by 
mail in payment of cotton goods he haS^ imported from 
Manchester, and knowing' the date the fun^s cfught tb 
leave China, he can contract with the bankers in advance 
for the remittances at any time the rat(? appears suitable. 
We are, of course, assuming in eafh case that the banker 
is willing to oy)erat® ; but it sometimes happens that t^he 
exchange dealers consider they have sufficient forward 
exchange commitments, and in that case they will refuse 
to make offers. * 

It now begins to dawn upon us how the astute banker 
can set one operation off against the other. He is under 
contract to pay the tea exporte?, say, £1,000 on the 31^t 
July: on the same* date the Chinese importer is under 
contract to pay him £1,000 to remit to London. Further 
explanation is hardly necessary. With tlfe funds received 
from the iinporter the banker pays the exporter for the 
bills the latter delivers, and, finally, the bills are sent to 
London to be turned into cash b 5 r*the back's London 
office, who will pay in good time the person to whom the • 
Chinese importer has remitted. 

As regards telegraphic transfers, forward contracts must 
be covered by the bankers, and this is^ done by their pur-, 
chasing bills of exchange drawn on the same centres as 
those upon which they have sold tfilegraphic transfers. 
For instance, if a banker has*sold telegraphic transfers on 
London three months forward, he will endeavour to purchase 
bills of exchange t^ mature in London on the sqme date as 
that on which the telegraphic remittance will have to be paid. 
The proceeds of ^le bUls falling due in London therefore 
form the fund out of which he pays the telegraphic transfers. 
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To avoid misconception, it. should be noted that in the 
case of these telegraphic transfer contracts, no payptients 
are made by- the contracting parties until the date when 
the contracts are taken up^ 

Once the contract for forward ’exchange is made, the risk' 
on exchange fluctuations is transferred from the exporters 
and importers to the banker, and the margin oft profit 
which the lattei' has made on the rates will be increased or 
diminished in proportion to the rise or fall in the exchange. 
Events sometimes favour the one class of operator, some- 
times the other, and while tha traders say it is the bankers 
who always reap the gain, the banker solemnly avers that 
his margins are reduced to the narrcLwest possible point 
by’ the very good rales the traders exact when selling 
him their mercantile bills. However, like so many other 
operations /we have investigated, the bankers' profits 
depend upon the rates at which they ultimately make 
purchases to cover their forward sales. 

For the rest, the speculation being transferred to the 
bankers, it is they who stand to lose should exchange go 
against them, and it is they who will have to make 
shipments of thu precious metals if for any reason there 
is a shortage of cover for the contracts they liave entered 
into. 

This concludes oAr examination of the general theory 
and practice of Foreign Exchange. ^ In the following 
chapters we shall discuss the various forms of credit 
instruments which represent the outward and visible 
sign of international indebtedness. 



C^IAPTER XV 

ON CREDITS. TRAVELliNG BETTERS OF CREDIT. THE 
* SIMILARITY, AND DISSlJlILARITt OF /CONFIRMED AN» 
IJNCONFIRMED* CREDITS, IRREVOCABLE CREDITS* CLEAN 
CREDITS, DOCUMENTAihr CREDITS, LONDON ACCEPTANCE 
CREDITS, OMNIBUS CREDITS, AND REVotviNG CREDITS^ 

* 9 * 

The wisdom the reader has acquired, or which we hope he 
has acquired, from a study ^of*the preceding pages will be 
of little avail unless the acquisition be coupled with under- 
standing. Experience and knov?ledge are both excellent 
qualities, but»either or both art of ^mall utility unless their 
possessor has the power of applying them critically or 
practically. The drift of this thin attempt at moralizing 
is that we shall have spent our time to little purpose unless 
we are sufficiently conversant with the instruments which 
serve as the international media of ejschange to be able to 
explain their place in that great fabric, the world's credit* 
system. To arrive at a correct understanding of the many 
and varied foreign ‘bills of exchange i|j^ existence, then, 
we must Ttart by investigating the forms of authority 
under which they are drawn. 

Travelling Letter of Credit. • 

*Since the ordinary travelling letter of credit is familia? 
to most people, we may take that as a starting-point. It 
may be defined as a request fronf a banker to his foreign 
correspondents to cash oh demand the drafts of the liolder 
of the letter of credit on the issuing bank, the latter 
undertaking to meet the drafts when presented. Persons 
purchasing these letters of •credit from the bank^ usually 
pay cash down, plus a commission of about J per cent, 
on the total amount of the credit, although if the credit is 
desired by a good and influential customer of the bank, it is 

^ The subject of Banlfers' and Commercial Credfts is exhaustively 
treated in Banker^’ Predits, by W. F. Spalding (Sir Isaac Pitman & 
Sons, Ltd.). • 
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not unusual to issue it free of F,oi5imission. It sometimes 
happens, too, that a bank or finance house of ^high 
standing purchases a letter of credit from a bank with 
foreign branches, and where the ambunt is paid at the time 
€f issue, the credit would flbe granfed free of charge. 

If a travelling letter of credit is granted fer use on one, 
centre only, the* banker wiU immeciiately on issue advise 
his correspondent', and at the same time send him a specimen 
signature " of , the beneficiary. In most cases, however, 
travellers require money to be available in a large number 
of cities, and as it \^ould not be possible to advise and dis- 
tribute specimen signatures ad infinitum, the credit is 
dra^n up in such a form that it beai^:^ a space for the 
accredited party’s signaWe^ which can be compared by 
the banker with the signature of the person who 
subsequently^presents the letter of credit. 

Each letter of credit has with it a list of the bank's 
branches or correspondents in foreign towns, and when 
^he, holder is abroad’ reference to this list will show him 
where he can obtain cash. Payments ander the letter of 
credit are made in exchange for either a signed receipt or 
a draft drawn to Vhe order of the paying banker : some 
correspondents prefer one form, some the other)^ although 
in practice both docvments are really treated as demand 
bills. Each ipstrumelht bears, besides the usual particu- 
lars, the number of the credit and the ‘date. It is the 
foreign correspondent who hands these bills for signature 
to the presenter of thp letter of credit, and after he has 
satisfied himself that e^'erything, is in order, the corre- 
spondent enters the amount drawn on the back of the 
credit, and then pay^ the equivalent in local currency at 
the rate of the day for demand bills on London. The 
draft or receipt is subsequently dispatched to London 
for pajmient by the issuing bAnk, and on’ arrival it must 
be stamped with a two-penny stamp — ^the Inland Revenue 
duty on cheques or bills payable on 'demand or at sight. 

Sometimes foreign banks charge a small commission 
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for encashing drafts* undeil letters of credit, but more 
freqrfenrty they obtain their profit in tiie rate of exchange 
at which the amount^ drawn are convef'jed into local 
^currency. 

Confirmed •Banker's Credit. 

An(Hher form of crecJt often ‘issued by home, foreign and 
colonial banks, is what iskn^wn as a confirmed banker’s credit. 

A confirmed banker’s credit may be defined aS a credit 
opened by a banker, setting torth certain conditions and 
stipulations under which he agrees ito accept the bills 
drawn by a foreign shipper, as ai^i when presented to him, 
up to a certain sj^ecified sum. This document is largely 
used in financing foreign trade, wliich need not necessarily 
be confined to this country : although the credit may be 
opened from London, it may refer to shipments from the 
foreign country to Continental cerAres. 

The commission charged is usually about IJ per cent, 
per annum on the amount d?awn under the credit, l)ut., 
varies, of course, ii! different institutions, according to the 
standing of the finjis requiring the accommodation, and 
the risks involved. It should be noted 1:hat the banks do 
not like to issue these credits for more than six months ; 
they prefer to limit their risk to that period. 

^A confirmed banker’s credit will ‘be better understood 
if it is pointed (hit that the credit is generally opened by 
a bank or finance house on this side, at the request of an 
importer, for the purpose of enabling a merchant or shipper 
abroad to draw bills on. the bank against shipments, ss^y, 
to London. The bank granting the confirmed credit 
undertakes to honour the shippers’ bills, if drawn in accord- 
ance with the various stiptilations ij the credit^ and the 
credit often contains a clause similar in form to the 
following : ’’ aftd we hereby undertake tq accept bills 
as drawn on presentation by a bond fide holder.” 

In the face of tins clear and unequivocfal clause, it is 
plain that drafts drawn under the confirmed bank credit 
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must be accepted provided tbe 'provisions of the “credit 
have been carried out correctly. The position, hoWfever, 
is not so clear <ii^ the case of the revocation of such a credit. 
It is a moot point whether k is politic or even admissible 
Ix) revoke such a credit Mter contirmation by ^.he drawee 
bank to the payees, the foreign exporters. Some authori- 
ties go so far as to say thaticonfinrfed bank credits cannot 
be revoked or cailcelled when once the exporters have been 
notified oi their issue, and in this country at least, judicial 
rulings seem to uphold the iiontention that even if notice 
of cancellation has-been sent and received, a bank is still 
under the obligation to accept the bills drawn upon it if 
the exporter elects still to draw. 

Unconfirmed Banker's Credit. 

In contradfetinction to a confirmed banker's credit, we 
have what is known as an unconfirmed banker's credit, 
a term which hardly merits the inclusion of the word 
“ banker's " in it, foi in many cases the banker is merely 
the intermediary through whom it is oad vised. In fact, 
it is often merely an authorization by the importer to 
his principal, the exporter, to draw bills on a certain 
bank, on the understanding that the banker* may, but 
does not, guaranteC|^in advance that it will accept the 
bills drawn under the credit. 

^ To explain the working of these credits; we will suppose 
that A, the British importer, asks one of the London 
banks, say, the City and Midland, to arrange for the 
National Bank of India" in Calcutta to buy the Indian 
exporter B's bills drawn on the London City and Midland 
Bank for account of 'A. The London City and Midland 
Bank h^xe sends advice of this* to the London office of the 
National Bank of India, at the same time asking that 
bank to advise its Calcutta office that k may negotiate 
]5's bills drawn on the London City and Midland Bank, 
but it should be noted that there is nb actual undertaking 
on the part of the City and Midland to accept the bills, 
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alttougii in practice, ^icc 0 pt|jice is not generally refused. 
The fallowing specimen will give some i&ea of the form of 
such a credit. 

• Credit No. 69. 

To A B.* 

' Somewhere in ihe i^ast. 

By this letter we heg to open with you jxn Unconfirmed 

Credit in favour of C D S*Co. for an amount of *. 

available by drafts drawn at months date or sight, 

against delivery of the following documents — 

Bill of Lading issued " to order ** and blank endorsed. 

Policy of Insurance. 

Invoice. • 

Certificates of Origin. 

(Signed) EF& Co. 

The banker negotiating the bills has the documents 
of title to the goods against which the bill is drawn, 
attached to the draft, and th'ise he* will not part with 
until the bill is either accepted or paid. 

It will be seen, therefore, that in opening unconfirmed 
credits one is given to understand that I bank may, and 
will accept*the bills if in order, but at the same time no 
definite undertaking to accept is givew. Moreover, there 
se^ms to be an unwritten law that Such credits may be 
cancelled by the bankers at any time it appears advisable * 
so to do, which may be all right as far as the banker is 
concerned, seeing that he has nevej; really bound himself 
to accept the bills. The view taken by the banker seem^ 
to be that morally he is liable, legally he is not, but the writer 
is of opinion that by causing the credit to be advised to the 
exporter, the banker does geft very near giving anjmplied 
warranty to accept the bills. The case of the exporter 
or manufacturer •who has acfted on the strength of the 
advice of the issue of the credit seems to be on a different 
plane, and there is reason to suppose that if ev8r cancellation 
forms the cause for legal action, the decision will be that 


Blanktg'i 


mn, 26th May, 19.. 
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unconfirmed credits are only fuljjecl^ to revocation to ihe 
extent that they 'shall not have been acted uppu^when 
notice of relocation or cancellation is received by the 
exporter' or whoever the us^r may* be. 

It may be nol^isd, in passing tiiat third parties, that is^ 
foreign banks or exchange dealers# purch^^e bills drawn 
under confirmed banker’s, creditse; on the security ^of the 
drawee bank : 'vf.he credit which the exporter produces 
when offering bills for sale is proof of his right to draw, 
and is the agreement of ^ first-class London banker to 
accept the bills. M^ith bills drawn on the strength of the 
issue of an unconfirmed bank credit, the foreign or Colonial 
banker relies to a certain extent upo i the possibility of 
the' London banker’s 'accepting them, buf knowing the 
risks attendant upon the business, he also pays special 
attention te the standing of the other parties to the 
transaction— the importer and exporter. 

Drawers of bills under these unconfirmed credits have 
constantly endeavoured tp eliminate their responsibility 
by insisting on the credits being issued “ without 
recourse,” the effect of which is that the drawer of the 
bill, once he has* negotiated it through the London bank, 
or, if abroad, through a foreign bank, and provided the bill 
itself bears the worjls ” without recourse,” has no further 
responsibility on it, - and if anything is wrong the banker 
can only look to the drawee for repa5mi6nt of his advance. 
For this reason bankers are very chary about advising 
credits ” without recourse.” 

Irrevocable Credit. 

Shippers sometimes protect themselves by insisting on 
what i§ termed an irrevocable credit. Cases have come 
under the writer’s notice where a manufacturer or shipper 
has refused to take orders from abroad, ^unless he is quite 
.sure of obtaining pajment immediately the goods are 
ready for shipment. With a credit of this nature the 
exporter is perfectly sure, jtoo, that the opener cannot 
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Jancel it until the contracjf for the sale of the goods it is 
inttlidtd to finance is completed. 

Glean Credit. 

The ne^t instrument* to be cAnsidergd is what is called 
in market jargon, a clean credit. To the uninitiated 
the aame is no duetto the » real nature of the credit; 
the appellation is derived from th^ fact that bills 
are drawn under the credit without dociyneilts in any 
shape or form being attached, in other words, absolutely 
clean. Clean credits are generally opened by firms abroad 
in favour of shippers or merchants in this country, or, 
conversely, may 'be opened by importers in Londcyi in 
favour of foreign exporters,' and the procedure followed 
when opening the credit is this : A B goes to a bank in 
his own city and informs them of his destre to open a 
clean credit. The banker then gives him a form to fill up 
and sign : in it A B states that he wishes the credit to 
be in favour of C D, whom hi thcre\)y authorizes to dja^’i 
bills on him to the extent of so many pounds sterling, 
at so many days’ oj* months’ date or sight, as the case may 
be, and in consideration of the bank's buying (the banker 
calls it ‘^negotiating ”), C D ’s drafts, A B engages to 
accept and pay them at maturity, ^provided they do not 
exceed in the aggregate the sum naified in tfie credit. The 
credit is available only for a certain period, usually ndt 
exceeding six months, and to preserve his recourse on A B, 
the drawee, the banker must not ^ow C D to dr^w bills 
after the date indicateci in the treefit. , 

In most cases drafts drawn under clean credits represent 
bond fide shipments, the documents for which have been 
sent direct to the consignees, but in some inst«ices it is 
quite manifest that the bills are drawn by persons or 
firms speculating in exchafige, and for thi^ reason banks 
opening the credits exercise a wide discretion in granting 
the accommodation. The risks involved are obvious ; 
if for any reason the drawee does not accept or pay the 

t2--(l525) 
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bills in accordance with the i^adsrtajcing he has signed, 
there is no security in the shape of documents offtit]f3 to 
goods for the bapk to fall back upon? and the only remedy 
is to seek out the drawer of the bills and endeavour to 
obtain repayment ^f tthe Amount Advanced — offen a diffi- 
cult and unsatisfactory task. Clean icredits are, therefore, 
generally advised by the bankers only* for firms of the 
highest standing, Ind if a banker has any doubt about the 
po’^ition of the parties to the credit, he insists upon a 
margin being deposited with him, consisting of actual 
cash or securities, and he sometimes secures protection by 
obtaining a suitable guarantee from a third party. 

Documentary Credit. 

Another form of credit which is familiar to most persons 
dealing in foi^oign exchange is that known as a documentary 
credit, which it will be* seen is merely a variation of the 
unconfirmed credit previously referred to, although in 
f^thi^ case it is usually a meicantile firm which accepts the 
bills ; not a bank. 

As a rule, a documentary credit is opened at the request 
of an importer, Who approaches the bank, either here or 
abroad, according to which side is shipping, and having 
acquainted the banl^ with his desire to open the credit, 
he is handed ^ form tb fill up and sign. In this form he 
iitates that he wishes to open a docunfentary credit in 
favour of the foreign exporter, A B, of Blanktown, 
mentions the total sunj for which the credit is to be made 
available, and states whether one or a series of drafts is 
to be drawn. He also gives a few particulars of the 
merchandise to be sh5)ped, and agrees to effect the marine 
insurano? on the goods. In Consideration of the bank*s 
agreeing to make advances on the bills which A B may 
draw on hin^ up to a certaih specified amount, he, the 
importer, engages to accept and pay them at maturity 
if drawn in accordance with the tends of the credit. 

This credit has the two-fold advantage of enabling the 
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exported to obtain payder/t for his wares immediately 
they kre*ready for shipment, and the foreign importer to 
obtain delivery of the ^oods at the port of*cfesti»ation on 
acceptance or payme^it the bill. 

Each bilUdrawn under* the credit is' sltcompanied by a 
full set of shfppir^ aocuments, usually invoice, bill of 
lading,* and insurance policy, ‘all duly hypothecated to 
the bank as security for tb^ due payment: of the bills, and 
by examining these documents of title to the goods, the 
banker is able to see that the tonditions of the credit are 
complied with. ’ * 

Very often the exporter is allo\Ved to draw for the full 
value of the ggods as invoiced,, but, if shipments represent 
speculative merchandise, it is customary to pennit only 
a percentage to be drawn for. 

The difference between this credit and a confirmed bank 
credit is emphasized when it is remembered that the notice 
of the opening of a documentary credit which is served on 
the exporter, often contains a dause pointing out that It • 
is not to be considered as a bank credit, and does not 
relieve the exporter •from the liability usually attaching 
to the drawer of a bill of exchange. Further, that although 
the credit is to be considered as open for, say, six months 
(the exact time is specified), it may Be cancelled by the 
b^ upon giving notice to the parties concerned. The , 
name “ documentary credit would therefore appear to be a 
misnomer : it is more correct to regard a documentary 
credit as an authorizatiorv by the importer to the banker 
to make certain advances to the exporter, on the joinf 
responsibility of importer and exporter. 

London Acceptance Grfedit. , • 

The exigencies of modern ^commerce have called into 
being still another form of credit, a variation* of the con- 
firmed banker's credij, which, although not encouraged* 
in some quarters, tends to become more common every 
day. Where a British exporfer is held in high esteem, a 



164 FOREIGN EXCHANGE AND FOREIGN BILLS 

I 

foreign branch bs^nk may oppn‘ what is called a ^-onion 
acceptance credit, which entitles him to dra\yf bills on 
the Loivion^‘ branch of the banl^ up to a certain limit, 
previously arranged between the paijfies. 

A credit of this llatufe is more particularly used where 
exporters are consigning goods to a ^foreign branch of 
their own firm, although it may S^e, of course, utilized if 
the goods are cinsigned for sale to agents. 

When’ a London acceptance credit is opened there will 
often be no formal docuntent exchanged ; the matter is 
often settled by*’the exchange of letters. However, as 
soon as the details of the transaction have been agreed to, 
th 2 shipper prepares his ^bill of excftang^. attaches the 
requisite shipping documents, and presents the complete 
set to the banker. The bill, it should be noted, is drawn 
at three or six months’ date on the London banker, who, 
if everything is in order, detaches it from the other docu- 
ments, accepts it, ^and returns the bill completed to the 
drawer, the British exporter. The sliipping documents 
are then forwarded by the banker to his own branch abroad 
for delivery to the consignees. A. small commission is 
charged for this accommodation, and in reahty the trader 
pledges his goods with the banker, for he signs a letter of 
hypothecation givihg the banker a lien over the shipment, 
and also undertakes that the proceeds of the consignn^ent 
shall be remitted to London through Ithe foreign branch 
bank at or before maturity of the bill, upon which the 
banl:er has now become liable as acceptor. The com- 
■pleted bill in the, hands of the drawer is now a bank 
acceptance, and as such it can be turned into cash 
immediately at the*' best rates on the London discount 
market. 

The shipper does not always draw for the full value of 
the shipmeot, as the banlcer will soifietimes accept for 
only 75 per gent, of the invoice value, but in all cases the 
banker’s accepting bills under these credits is considered 
as an advance on the security of the whole of the shipment. 
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Moreover, he does not lose his recourse on thtf drawer by 

the mere fact of his delivering the produce to the foreign 
consignees, since in the Letter of Hypothecation the 
exporter signs in London, he specially uftdertaices that 
^when the documentstof title td the goods are delivered to , 
the consigndfes, the latter ^e to hold theni until realization, 
and the proceeds of«ale after realization, in trust on behalf 
of the 'banker. A further point to be noticed is, that if 
for any reason sufficient funds should noi be foryicoming 
to repay the banker for the amount of his ‘advance, as 
represented by the bill or bill5 he has ^accepted and will 
have to pay at due date, then the exporter engages to 
make up the deficiency forthwith*. 

ft 

Omnibus Credit. 

London banks and finance houses sometimes enable 
shippers to obtain prompt payme,nt for their produce 
by issuing an instrument called, in the language of the 
Money Market, an “ omnibus, credil:.’' This credit is 
generally granted tc. firms of high standing, who give the 
banks a general lien over their goods and, in return, are 
permitted to draw round amounts againit them. 

The confparative economy of the various methods 
employed in financing foreign trade^by means of the 
various credits we have described, will be further explained 
w?en we come to *sxamine the actual bills drawn. 

Revolving Credit. 

# 

In conclusion, it may be stated tha^ most of the credits 
which are opened for the purpose of enabling exporters to 
obtain payment for goods as and when ready for shipment, 
can be made into revolving credits, arid in order fb dispel 
the misunderstanding which often exists as to the exact 
nature of revolving credits, some explanation is necessary. 

There are really tljree forms of revolving credit, and* 
the first and most famihar form is one which permits the 
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exporter to draw drafts up to, say, £1,000 outstandiag 
at any one time : . the bills, (Jf course, will be drawn at 
various intervals, as the goods become ready lor^ship- 
ment. Id diie" course the £1,000 j!mit is reached, but as 
^soon as sufficient time has Mapsf d far the first bill to be ^ 
paid, or .for advid^ of p^^mient tb reach home, whichever 
may be arranged, the credit becomes automatically re- 
available until the actual amount outstanding'* again 
reaches £1,000. 

The second form of revolving credit is one which enables 
the accredited person to di^w, say, £500 at any one time 
in one draft. When that bill has matured and been paid, 
he is at liberty to draw A further £500. ^ 

Ih the third case, thci revolving credit is of ened for, say, 
£500, and as soon as that amount is drawn the credit is 
again available for the original amount. In point of fact 
this last form is practically a credit for an unlimited amount 
but with this restriction, that the sum for which the credit 
is opened must be drawn in a single bill.^ 

*The benefits conferred upon the trading and mercantile 
community by the issue of commercial letters of credit 
will now be patept to the reader. As far as the exporters 
are concerned, as soon as their goods are ready for ship- 
ment they are given the power to draw bills for the cost of 
their commodities, ^and the banker pays the whole sum 
due, or a largfe proportion of it, without i^s being incumbent 
upon the exporter to wait for the return of his money. He 
is practically saved interest on his money for the lengthy 
period which must elapse between the dispatch and receipt 
6f the goods abroad, plus the time the bills drawn have 
to run after accepj:ance by the foreign drawee. A 
manufacturer or merchant ps thus able to turn his 
money bver much quicker than would otherwise be the 
case, and this economy of, time and^money not only 

^ For full ihformation in regard to credits, the position of the 
V)eneficiary and the banker, together with legal cases relating 
to credits, ^e* reader is referred to Bankers' Credits, by W. F. 
Spalding. (Sir Isaac Pitman & Sons, Ltd.) 
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lowers the cost of production, ini facilitaites further , 
production. * * # • 

The importers in their turn have the advantage of being 
able to deal with the gipds some time bef orbit is necessary 
to pay for them, an^ th^ perlbd between their acceptance^ 
of bills and*payment is id most clses sulticient for them to 
realize the merchandise and have the proceeds in hand 
ready “to pay the bilfs at due date, without its being 
necessary for them to tou^h a penny of their own capitid. 



CHAPTER XVI r 


BILLS DRAWN UNDER VARIOUS CREDITS. SHIPPING 
DOCUMENTS ATTACHED TO FOREIGN BILLS. BANKER’S 
SECURITY WHERE DOCUMENTARY BILLS ARE 
NEGOTIATED. CURRENCY BILLS 

The demand billS' to which ' travelling letters of credit 
give rise call for no fur;*^her comment, beyond the fact 
that they are one of the constituents di that great mass 
of foreign bills which constantly exercises an influence on 
the exchanges. 

Bills drawn under Confirmed Banker’s Credit. 

To arrive at a correct understanding of the bills drawn. 
^ under the confirmed bankers credit we will trace a sup- 
posed transaction. A in Spain is an ‘importer of hides, 
B is the exporter in Calcutta. The operation wiU be 
financed in the following way : A in Spain would request 
his bankers, the Banlc of Spain, to instruct their corre- 
spondents in LondoA, say, Lloyds Bank, to issue a con- 
firmed credit in favour of B, and the credit is drawn uf 
and forwarded to B. When B has the hides ready for 
shipment, he draws his draft, say, at sixty or ninety days’ 
Sight on Lloyds Bank^ London, for the invoice cost, 
takes it, together with the complete shipping documents, 
to a local banker in Calcutta, say, the National Bank of 
India, who, after proper examination, will purchase the 
bill and endorse the amount on the letter of credit, which 
is then returned to B for future use. The bill of exchange 
and the shipping documents are then sent to London by 
the National 3ank of India for presentation to Lloyds 
Bank, who In due course will accept the bill for account 
168 
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of the Spanish Bank and receive the shipping dociimehts, 
which will subsequefttly * b;^ forwarded to Spain. The 
bill itSelf* will be retained in London, and will probably 
be sold on the discount^market by the Natiorihl Bfink. 

^ The Bank of Spair^ or jts agents, will care for the ship- 
ment when it arrives, or will arrailge tlia) A takes delivery * 
of the hides findej certain agreed conditions, payment 
finally 'being made to the baifk in one or other of the 
methods described in the preceding chaiyter. 

We might have chosen a direct operation between Great 
Britain and India, but our object in giving this three- 
cornered transaction as an example wa5 to emphasize the 
fact that the bills £^e often drawn bn London for shipments 
wliich do not 'inter this country at all. * 

One other point calls for attention in regard to the bills 
drawn under confirmed bank credits ; as they are drawn 
on first-class London bankers, there is not fhe slightest 
difficulty in disposing of them, and Immediately the letter 
of credit is produced, foreign bankers ^nd exchange dealers 
will be glad to purchase the bills, as they know that the » 
risk is practically infinitesimal. Drafts drawn under con- 
firmed bankers' credits can always be sold at a more 
favourable* rate of exchange than those bills drawn on 
merchant firms. That is really the raison d'etre of a 
banker's credit. Bills drawn on fdteign importers, of 
whom the bank to which they are ofiered for sale* knows 
nothing, would receive scant attention, and the most the* 
banker would offer to do would be to send them for collec- 
tion ; but with the name of a firsi-class London bank or 
accepting house on the bills as drawee, the whole aspect 
of the transaction is altered, and the seller is able to exact 
the finest rates from bankers purchasing the paper. 

Bills under unconfirmed banker’s credits were "^iiscussed 
at some length in the last chapter; it only remains to 
add that, althougn readily negotiable, they do not command 
quite such good rates as those drawn agajpst confirmed 
banker’s credits. 
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W e mentioned the cdse in which bills drawn on a Loncjon 
banker against i,mconfirmedj drediVs without previous 
arrangement might be refused acceptance. The reasons 
for the bfinkd.'’'3 refusing to lend iJj name to the bills are 
diverse, but generally it wll bj foynd on investigation 
that, having already acclpted other bills for ‘the clients, 
the banker considers the amount for^whidn he is liable 
as acceptor is sufficient in View of 'the customer's financial 
responsibility. He therefore declines to add to the risk 
until some of the bills have been provided for. In such 
circumstances it is incumbent upon the importer to get 
some other bank to* accept the bills drawn, and the London 
office of the foreign or colonial bank holding the bills may 
subsequently be asked to present the bills for acceptance 
elsewhere. As an alternative, if the importer can get no 
other bank to accept for him, he will have to provide the 
necessary funds to take up the bill and so procure the 
documents for the goods he is anxious to obtain. 

We might mentiop here, what ought perhaps to have 
i.been emphasized earlier, thkt in most cases where a banker 
agrees to accept bills for a client, he obtains some satis- 
factory written undertaking from that client to provide 
funds to pay the bills by the time they arrive at> maturity. 

Bills under Gleen Credits. 

Bills drawn, under clean credits are in some respect" 
unsatisfactory documents to deal with, since in the event 
of anything happening to the parties operating, there is 
no collateral security upon which the banker or his agents 
can foreclose. The ;;eason given by most exporters who 
do adopt this method of finance is, that by sending the 
shipping documents lor their produce direct to the con- 
signees much time a|)d trouble is saved, and the importer 
is often placed in the position to deal with the goods long 
before the bills arrive if passed through’ the bank. The 
custom in some trades of selling commodities forward is 
presumably' what is referred to, as in the ordinary course 
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biljs and documents sent by mail often arrive before/ the 
steamer carrying thft gobd|, in whicbj case there would 
appeJr to be no object in sending the documents in advance 
to the consignee. Hcivever, the point isdliat ^uch bills 
^ are drawn, and as w<j me^tionad, they are often taken from 
first-class firms of high* financiil responsibility. Where 
a clean credilf is fjpened, all the exporter has to do is to 
preseift his bill to the bank, generally in duplicate, and if 
properly drawn, the banker buys the bill and sends it to 
his foreign branch, agent, or correspondent, .who presents 
it for acceptance and at matarity remits the proceeds to 
the banker who had purchased it frdm the exporter in 
London, or abroa^, as the case Aiay be. 

Bills under Documentary Credits. 

Bills drawn under documentary credits form one of the 
principal items in a foreign exchange bank&'s business, 
and the paper is known by various names ; documentary 
bills, documentary paper and hypothecation paper, all 
refer to the same class of bill.* These bills are drawn .by * 
the exporter on the^importer, and it is necessary in all cases 
for the former to have the shipping documents relating 
to his goc^s to attach to his bills. They must be sent in 
to the banker in complete sets; besides the bills of 
exchange in duplicate or triplicate, diere will be the bills 
#f lading, marine insurance policy, certified invoicd, and in 
many cases a certificate of origin or consular certificate 
is required, also in duplicate or triplicate. With these 
documents in his possession it is th^n time for the exporter 
to present the bills to the bank for sah. After examination 
of aU the documents, if everything is in order, the banker 
will pay the drawer the agreed amount and will then remit 
the bills and shipping documents to iheir destination. 

It depends on the terms of the credit whether or not the 
shipping documents are delivered to the drawee against 
acceptance or against pa5mient. If it is^ intended that 
they shall be handed over on acceptance of the bill, there 
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will be a statement to that effect in the documentai^y 
credit ; in the abse?ce of such f clausS, it is always under- 
stood that the banker must hold the documents, ^and, 
for the time Ifcing, the goods, unti^the drawee pays the 
bill. As a rule, the clause,**' Dqpumfnts on Payment,*' 
does not appear initfie credit. 

Now let us examine a few of the essei^tial ^points in the 
documents which accompany these%ills. 

.The bill of ladiVig, being the^-actual document of title 
to the goods, is the most important, so we will take that first. 

Most bankers negotiating 'documentary bills insist that 
the complete set of bills of lading which accompanies these 
drafts must be made out *'* to order," an[i blank endorsed. 
A b^ank endorsement, as the reader is probably aware, 
is formed by the person in whose favour the bill of lading 
is made out endorsing his name on the instrument : thus, 
if the bill of lading is to the order of John Jones, he simply 
writes on the back ** John Jones.” The effect of such an 
endorsement is to make the goods deliverable to the holder, 
*'and as long as the bank or*its agents retain possession of 
the bills of lading, their title to the merchandise is un- 
impeachable. It^is obvious that a HU of lading to the 
order of the consignees would defeat the bank’s clrim to the 
goods until the consignee had endorsed the bills of lading ; 

' consequently, in such^a form they should not be accepted. ^ 

It is custom'diy also to require the bills of lading to be 
marked by the shipping company '* Freight Paid,” other- 
wise the bank purchasing the drafts to which these are 
attached, might find k§elf mukted in heavy charges, 
which would considerably detract from the value of the 
security they hold. In some cases the freight receipt is 
attached. Too much care cai^not be taken in regard to 

1 “ Chajfter 31, Sub-seTction 4 of the Customs (War Powers) Act, 
1915, made it obligatory in certain cases for the exporters to 
insert the names of consignees iil bills of ladiLig. To meet the 
requirements of'the Act, and also those of the negotiating banks, 
the biUs of lading are therefore being made out in the following 
form : ‘ Shipped unto A B (the consignee) at the order of C D 
(the shipper).' CD endorses the bill of lading and the bank’s 
security is intact." 
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bills (jf lading, especially where the freight is concerned. ^ 
As i» wall known, the captJin has a lieii over aU the cargo 
for his freight, and if ^his is not paid whei\ ^le ship arrives 
at its destination, th^ bank ^negotiating the bill may be 
faced with, serious foss. I The g^ods will not be held ove/ 
indefinitely awaiting the settlement of ifhe dispute between 
the consignee ancf the^bank, but will promptly be placed 
in the care of the port authorities by^ the captain, and 
should the banker find it necessary eventually to take 
charge of the goods, he will be saddled with other heavy 
expenses besides the freight, all of which he may have 
difficulty in recovering. Incidei^tally, it may be pointed 
out that care sh<luld be taken to see that all copies o;^ the 
bill of lading *come into the possession of the banker who 
purchases the bill of exchange, for the reason that as one 
copy has no priority over the other, delivery is made to 
the person who first presents a duly authenticated copy. 

When a bill of exchange having the relative documents 
attached is presented for accepta&ice, the drawee has^ 
no property in suvih documents until he either accepts or 
pays the bill, and tbe Sale of Goods Act specially recognizes 
the importance of the bill of lading iti this connection. 
Section 1&, Sub-section 3, definitely enacts that the person 
to whom one of these bills of exchange is sent cannot retain . 
jthe bill of lading unless he honours the bill, that is; either 
pays or accepts It on the spot. ^ 

The marine insurance policies, or certificates for insur- 
ance which accompany the draft, ^ should be in favour of 
the bank, or if drawn out in faVour of the drawers, tljen 
blank endorsed by them. The reason for this proviso is 
to ensure the value of the shipment being paid to the bank 
' in the event of loss : the bank, or the person \p whom it 

' The following is the actual wording of the sub-section in 
question — , * 

“ Where the seller of goods draws on the for the price, 

and transmits the bill of exchange and bill of lading to the buyer 
together, to secure acceptance or payment of tha bill of exchange; 
the buyer is bound to return the bill of lading if he does not honour 
the bill of exchange, and if he wrrongfully retains the bill of lading 
the property in the goods does not pass to him.'* 
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has transferred the^ policies, W9iild claim on the insurance 
company. 

Certificates ^of insurance are thqpe declarations which 
represent part only of the suip insured under a larger policy. 
•Where a number of shipn^nts are^made it is u^ual to have 
one general policy, called an open or floating policy, 
under which declarations for the#, various consignments 
can be made from^time to time. The insurance companies 
in such cases grant separate certificates for each shipment, 
and as the risks they purpoft to cover should conform to 
those set forth in <!:he floating policy, it is wise for the 
banker to have the terms and conditions of the latter 
document (including the total amount covered) confirmed 
to him by the insurance company. 

Reference should be made to the shipper’s invoice to 
see that the goods invoiced are not of a lower value than the 
amount represented by the bills of exchange. Merchandise 
of a speculative nature is generally avoided by bankers. 
^ Certificates of ori^n ore consular certificates depend 
upon the Customs regulations and requirements of the 
various ports in the countries to which the goods are 
shipped, and it is impossible to indicate any hard and fast 
rules concerning such documents : the banker negotiating 
the bills is expected t^ acquaint himself with the conditions 
before 'operatii^jg. 

There is one other document which ’ bankers require 
persons from whom they purchase these documentary 
bills to sign ; it is called a letter^^of hypothecation. At 
oij^e time it was customary to insist upon a letter of 
hypothecation’s accompanying each set of bills drawn 
under a documentary credit, but in order to facilitate 
business this rule has of late 'years been relaxed, and it 
is now usual to obtain a general letter of h5p)othecation 
covering all the bills which may from ttme to time be 
purchased from the exporters. 

The term§ of this general letter of hypothecation are 
fairly comprehensive, and give the banker full power to 
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dear with the relative collateral security at tte port of 
destin£j;iom. He is empowert^d, if circurfistances render it 
necessary, to insure the^ goods against both, ^re and sea 
risk, store them, and tal<^ all such care of the goods as he 
%ould if they^were hil* owfi property, all-, be it understood, 
*at th^expense* of the drawer of the blU. Provision is 
also ma^e to cover 'case% where. conditional acceptance is 
taken. Finally, if the freight remain unpaid, or if the 
acceptor of the bill default, the banker is authorized to sell’ 
all or such part of the goods as ;may be necessary to liqui- 
date the amount he has advanced, and if the proceeds of 
sale be insufficient to pay the am(>unt of the bill or bills, 
he has the power tc^draw for the deficiency on the persoyis 
who signed the' general letter hi hypothecation. It will 
be realized, therefore, that the banlcer seeks to protect 
himself to the utmost ; yet in spite of all these precautions 
losses are made, especially where the parties concerned 
become insolvent and the goods do not realize the amount 
for which the bills have been d^awn.*' 

t 

Bills under London Acceptance Credits. 

Now we come to the bills drawn under the London 
acceptance credits. In this instance, the bill is not sent out 
of the country, but is accepted in London by the banker 
who has opened the credit : with the documentary <!!tedit 
tlie bill is drawn on the importer abroad and accepted by 
him when presented there by the banker,^ who then retains 
it until date of maturity or else gets it discounted on the 
market. The bill accepted by the ^banker under the^ 
London acceptance credit is returned to the drawer, who, 
of course, promptly turns it into cashvin l^ngland. 

There is no difference in the actual shipping do^juments 
which form the basis for the drawing of a bill under the 
London acceptanoe credit ; th^y are similar inwall respects 
to those which accompany a bill drawn under a docu-> 
mentary credit, but it should be noticed tha^ ^ letter of 
hypothecation is required f»r each shipment financed 
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through tlie bank in London: ,a general letter oi hypo- 
thecation coveriiig a series bf shipments is not visually 
taken in tl^e, case of the Londcp accepting credit. It 
must also be remembered that where the bills are negotiated 
under a documentary credit, th'e proceeds of^the b^s are 
under the control of and actually obtained by the banker 
or his agent ; consequently, he is able td secure the exchange 
profit on the homeward remittances. It is not so with 
'the London acceptances. Although the goods are more 
or less under the control oJ[ the banker, and the consignees 
are said to hold ithe proceeds of sales in trust on behalf 
of the banker, it by no,jneans follows that the banker ever 
secures control of the funds, although in theory he is 
supposed to do so. All tile consignee is bt)und to do is to 
see that the remittances are sent home to London in time 
to reimburse the banker for the amount of the bill he has 
accepted and will h^ve to pay at due date. For this 
purpose the consignee is bound in most cases to remit the 
^ount by telegraphic transfers or approved bank bills of 
exchange on London, and these he Fiay purchase abroad 
where he likes ; the business generally goes to the exchange 
banker quoting S:he finest rates for making the remittance. 
Although the accepting banker in London tries to stipulate 
when making thoj, contract that the resulting exchange 
shah' .be passed through his foreign branch if rates are 
equal to those quoted by his competitors, it frequently 
happens that the remittance even then is made through 
other channels. 

Sometimes, however, the banker is able to obtain control 
of the counter remittance. He gets the exporter to draw 
two bills : the first i.’ill be the bill which is drawn on and 
accepted by the banker in Londons the other is drawn by 
the exporter on the importer, and is attached to the ship- 
ping documents. It is sent out through ‘ihe bank for coUec- 
rtion, and the proceeds are eventually used by the bank 
in retiremeift of the bill it has previously accepted. 

The various methods just described are those in force 
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with t^e foreign and Colonial branch banks in London, 
but the ^practice adopted ^by the Lc^idon joint stock 
banks who accept bills in London for their clients is very 
similar. In the case id a London bank ^^h rjo foreign 
0 branches, however, tiie only tlSng to be done is to send the , 
docuJhents to the foreign centre^ through one or other of 
the foreign banks astablished in London. If two bills are 
drawn, the procedure will be simple, for the foreign banker 
will merely collect the ohe attached tb the dpcumente 
for account of the London bank and remit •the proceeds 
in due course. Where documents are sent forward without 
a bill, the instructions to be followed by the foreign bank 
will be embodied in a letter, and in this latter case there is 
obviously not the same control over the collateral security 
as there is where a second bill is drawn and sent for 
collection. 

A practice to be condemned is that by which some 
London banks finance their clients^’ foreign shipments by 
accepting bills in London, and then avowing the exporters 
themselves to send jthe shipping documents forward to the * 
consignees. By losing control of those documents the 
banker has absolut^y no security for tbp payment of the 
bills he has accepted, and if funds are not forthcoming 
at maturity, the banker will have to pay the bills himself. 

^Currency Bills. * 

All the bills we have referred to in this chapter are 
understood to be in sterling. Currency bills come under 
a different category. They are bdth purchased and sent 
for collection by the bankers. If sent for collection, tKe 
drawer awaits advice of payment ijom the banker, who 
will ultimately remit, him* the proceeds. The currency 
bills the banker purchases outright are taken oiTthe joint 
security of the^drawer, drawee, and endorsers, if any, 
and the banker will pay due regard to the financial standing 
of all parties : they are all jointly and severally liable oh 
the bill until payment has been made to the 'banker. 


*5— (was) 



CHAPTER XVL 

METHODG ’which EXPORTERSr^ OBTAIN PAYMENT FOR 
THEIR PRODUCE^. PARtJaL DELIVERIES ; MARGINAL 
DEPOSIT RECEIPTS ^iND TRUST RECEIPTS.'* BILLS 
ON THE FAR EASTERN CO^JNTRIES 

Riches, it is saijd, are like sea-water : the more you drink 
'the thifstiejr you become. We may with reason apply 
the simile to the exporter, ^for the greater the credit facili- 
ties he gets from- the banker, the more eager will he 
become to find a cheaper way to finance his produce : it 
matters not what credit system the%anks evolve, the 
trader will always be ready to offer suggestions for a more 
economical way of carr 5 nng out the bankers' proposals. 
The outcoifie of all this bargaining is that the large firms 
are able to get theip business done at the very lowest 
rates, while the smaller houses have to be content with 
Ifss advantageous lerms > the smallness of the exchange 
banker's profit in the one case is offset by the magnitude 
of the operations he puts through, and in the other he looks 
upon the highef return as a compensation or insurance 
for the greater risks he runs. Financial standing and 
responsibility coun^ for ever 5 rthing. We have seen how 
the transactions in a general way are carried out, and y^e 
may now proceed to exajmine more closely the various 
methods by whicji the exporters to the more important 
countries seek to obt^n payment for their commodities 
9t a minimum cost^ to Themselves. 

Opinion Lists a^d Credit Lists. 

It is apparent that this bifi finarice is a business which 
requires expert and extensive knowledge, not only of 
money-changing, but also of hien and thfngs. The foreign 
banker, or for that matter, any other banker who does 
exchange buaness, is bound to keep at his finger-ends the 
1V8 
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st£uiding[ and tnoTuU ©f every mm lui ^num uc atiucpis 
bills, Of tf whom he makes Jash advances on the security 
of bills of exchange, and this necessitates keeping ol 
special books, or card •indices called “ Opinion Lists,’' 
Vhid^rm, §o to spelk, the financial history of his clients. 
In th^d days^uch confidential records ^ving the financial 
position, of the various firms were never kept in written 
form ; each exchange broiler or banker preferred to rely 
solely upon such facts as he could keep in hi§ o\fn mind. 
The system did not exactly caus^ chaos, but it led to trouble 
when the man whose sound knowledge ofithe parties to bills 
of exchange happened to be awaj^ from the office, and in 
the event of his refirement or death, his successor usually 
experienced dilficulty in picking up the threads of this 
very essential part of the business. In the course of time, 
therefore, most banks and finance houses found ft expedient 
-to start these special reference books, and the practice 
is now a very general one. They do not replace the well- 
known credit lists, such as “ Seyd's,^’ or *' Bradstreet’3 
Ratings,” but are Jupplementary to those useful com- 
pendia of commerciaj information. Each banker gets to 
know what reliance may be placed on his*own clients, and 
a comparison of notes between the banks enables each one 
to make a clear estimate of the amounts of accommodation 
\ffiich can safely be given to exporters and injporters.* In 
the bankers' opinfon lists eaclj customer is accorded a 
certain classification, or credit worth, ^nd the banker is 
guided by these details when dealing with the selle^;s of 
foreign bills. Naturally, the finarfcial^ standing of a mer» 
chant governs to a large extent the credit facilities he 
enjoys, and when he applies to a bAnkfjr to finance his 
shipments, or to buy his bids, the relative soundness of 
his position not only influences the rates of exchange at 
which his bills wifi be bought, but also governs the total 
amount which the banker will buy or accept. The position* 
of the drawee also must be taken into account. When 
the drawers of a bill of exchange are financially strong. 
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and the drawees prompt in s^ttlipg their engagements, 
the banker will pliy more forlthe bills than he wpul^ where 
the parties are comparatively weak. 

Thes€; then, art; a few of the reasons which prompt the 
bankers to keep properly chronicleA, up-to-date in(orma« 
tion as to all perions wllb may be expected jto comedo them 
for accommodation ; and bearing theie points in mind we 
may continue our investigation into the methods of finance 
' peculiar to the different classes connected with the export 
trade. 

Financing OuWard Shipments. 

* 

^London Bankers* Acceptances. ••There has been a 
marked tendency of late'years to finance outward ship- 
ments by means of London bankers' acceptances, and the 
reasons the exporters prefer this method to the more direct 
plan of drawing bills pn the importers are soon explained : 
in a word, it is cheaper. When the London banker accepts 
a bill, the merchaift or exporter can sell it under discount 
forthwith and so receive his money for the shipment ; 
he wants liquid capital in his business, and consequently 
cannot afford tc keep the bill until maturity, since by so 
doing he would defeat the whole object of tHe operation, 
which is saving of interest. If he sends a documentary 
bilKv»r collection he must wait until the bill has arrived 
at its due (fate abroad before he can hope to receive itit 
amount due to him, but a banker's acceptance, if he can 
get it, obviates that delay. Even where the banker makes 
an advance on documentary bills, it often suits the exporter 
better if he can prevail upon the banker to accept bills in 
London, It is, oftcourse, the saving of interest which 
really ipakes the business arttractive, and it follows that 
financing by meand of bankers' acceptances will be resorted 
to only when money is cheap on the London market. 
For exampfe, if a merchant can get a four months' banker’s 
acceptance Miscounted in London for about 2 per cent., 
that will be much cheaper finance than drawing a bill on 
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the imperter at three months' sight, as in tUb latter case 
the exQprter will be out of hie money during the time the 
bill is on the water, plus the period it will be mnning after 
acceptance, to say notrilng of the exclAnge charged and 
^fhe b^^ers* fommissfcn. .These charges are also a factor 
to be Ironed, with in the case^of sterfing bills against 
which tbe banker mikes jtn advance under a documentary 
credit. 

The most striking instance of the comparative economy' 
of the two methods is to be foui^d in the case of shipments 
to India, China, and the East. Docunjentary bills upon 
which the bankers make advance^ in London contain a 
clause to the effect that they are payable at the variops 
banks' buying late for demalld bills on London, plus 
interest at, say, 6 per cent, from the date of the bill until the 
approximate date of arrival of the proceeds in London. 
These are called interest bills, an^ the following is a 
specimen of the kind of bill drawn. 

EXCHANGE FO^ £100. * 

, 22, Anchor Street, 

LofMon. 

Wh June, 19 

At sixty days after sight pay ik^ first of ex^ange 
•[second unpaid) to the order of the Indian Bank, the sum 
hundred pounds sterling) Payable at the 
Indian Bank*s drawing rate for demand bills on London 
with interest at 6 per cerd, per annum added thereto jrom 
the date hereof to approximate iue date of arrival of th* 
remittance in London — value received.^ 

*A. Suggins & Co, 

To C, Dollar & Co., 

Calcutta. 

^ The interest clause sometimes reads : ai. uiawco 

option at the A B Bank's drawing rate for denmnd drafts on 
London or at their telegraphic transfer rate on London, with 
interest," etc,, etc. • 
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A compansjorji between the changes on one of these bills 
and those on a b^'iker’s acceptance in London, jhojvs the 
advantages of the one over the other. Take for example 
a documentary bilt bearing the interest clause, drawn on 
Madras for £500 |,t three' months* i sight. The interest « 
may be calculate apploximately for 120 *days,^hich 
allows for the tenor of the bill and the time taken to get 
the proceeds back to London. Assuming interest to be 
at the r^te of 6 per cent. 

i s. d. £ s. d. 

the 120 days at 6% on ;^500 ■\fould equal 9 17 3 
to which musUSe added the Indian 

stamp duty 5 0 

— j 10 2 3 

A till drawn under an acceptance credit on*a London bank 
would be for the same period — 

120 days, s^y, 4 months* sight; the accepting com- £ s, d. 
mission may be taken as 1J% per annum — 

1|% per annum on ;^500 for 4 months . . 2 10 0 

Discount on ;^500 for 4 months, say, 2% . 3 6’ 8 

Stamp duty 5 0 

I 8 

This shows plaii^Iy how much cheaper the business can 
be financed by taking a London banker's Acceptance. 
When money is dear, however, and the rate for discounting 
a foiiT . months' sigRt bill is, say, 4 per cent., firms will 
revert to intbrest bills, as there will be no appreciabre 
saving on the acceptance transaction. 

As far as the foreign banks are concerned, they, of course, 
prcfei the interest bills,, but although there is a higher 
yield on such paper, we have still to remember that a 
banker often advanqgs the greater part of the amount 
represented by a ‘documentary bill, , while with an accept- 
ance he advances nothing. His only risk is that proceeds 
may not be forthcoming at ^naturity, q^d it is for this 
risk he charges the small commission of 1 J per cent. The 
Commission, acnall though it is, returns a very satisfactory 
profit if operations run into ^^ge figures, but even taking 
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that in*o consideration, (^ne may still befiij^Mned to*ask 
why if is that the banker |is preparecj 1 k) make himself 
liable on acceptances for such a trifling commission. We 
have already shown tliat a bank's fo»^ign*4genfe are, in 
mos^cases,^ fully ekipowered* to control the collateral 
security, and ^ in practice they do keep a sharp eye on the 
dispos^ of the nterchjndise the risk is reduced to a 
minimum. There is, however, a further point to be con- 
sidered, which is not presefit in the ordiilary inlapd bills— - 
the question of exchange. The foreign banker expects 
to make a profit on the exchange in tjie currency of the 
two countries when remittance^ are sent here to meet 
bills maturing, ff, therefore, the banker does not jget 
a share in the Exchange busint^ss, the return on the opera- 
tion hardly seems commensurate with the risk involved, 
small though it be. , 

Apart from these soi-disant London acceptances, there 
are several details which call for attention in the docu- 
mentary bill business with the East. Bills on Eastern 
countries are drawn at various usances, from one to six 
months' sight, and it never seems to be clear to some 
people why a banker should prefer bills bearing the interest 
clause to Be drawn for short periods only. If, it is argued, 
a bill is drawn at six months' sight, and it bears 6 per cent, 
interest from the date of the bill until the counter ren^ttance 
arrives in Londoi> surely that is better for tHe banker than, 
if the bill is running for a niuch shorter time, say, one 
month. Long dated paper is, however, unsuitable to 
the exchange banker, Slippose ke^buys a bill on Shanghai 
at one month’s sight, the bill takes on5 month on its journey 
out, and if accepted will be paid in^ Shanghai two months 
after leaving London. The funds received from the 
encashment of the bill at maturity mflst be remitted by the 
banker to his client, and thistremittance takes, say, another 
month, which will have to be added to the other period 
to be charged, thus making three months in«all as the time 
for which interest at 6 per cent, will be added to the amount 
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of tile origirfdlj-b'll drawn from L 9 ndojQ on Shanghai The 
reason the banker J^would rather take these bills rat^short 
usance in preference to the long dated paper is now easily 
explained*:; tbe bilker must kee^ a proportion of his 
funds liquid for the purpose of purchasing^ home^d 
remittances, and ff his !^aoney were locke^d up in bills 
payable six months after sight (eight mbnths in all)j, there 
would be a difficulty in meeting demands from those 
wishing to send Aoney to England. To tie funds up in 
long usance bills would, in fact, defeat one of the first 
principles of exchange banking, which is to keep funds 
liquid. It is also manifest that the exchange profit to be 
derived from an investment in homefvvard remittances 
will generally be greater than the returif- obtainable if 
the money is left in six months' interest bills. 

Marginal, Deposit Receipt. As we have said before, 
a banker is not always prepared to advance the full amount 
of the bills. It often happens that exporters to the East, 
and also the importepj upon whom bills are drawn, are not 
^of 'sufficient standing to merit extensire credit facilities, 
and although bankers are willing to negotiate a fair 
amount of the exporter's bills, in the case we are considering 
they usually endeavour to limit their risk by retaining a 
margin on each bill negotiated. Suppose the drawer 
offers ev)ill for £100, the banker will advance 75 per cent, 
ond issue a marginal deposit receipt foe the remaining 
25 per cent,, and a similar deduction will be made from each 
bill passed through Ihe bank. Interest, at an agreed rate, 
is allofved on these maf'grns from* the time the bills are 
received by the bank 'until the net proceeds are remitted 
from abroad, and then.if all bills running are duly honoured 
and there is no deliciency, the full amount of the margin, 
plus interest, will be paid over to the client. 

Where interest bills are drawn it is customary to allow 
interest on the marginal deposit at the same rate as that 
called for in the bills. It would obviously be unfair to 
collect and rkain, say, 6 per cent, on a bill for £100 from 
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the drspwee, when only f75 had been^atr^ced to *the 

drawee i» London, so what* the banker jfbally does is to 
obtain the full interest on the £100 from the drawee abroad, 
and then when the jrfoceeds are reimtted^to England, 
^•maim^over tp the driver the interest on the £25 wliich he 
holds ^ margyr against the payAent of»the draft. 

It is, usual to stijfulat*; in the.marginal receipts that the 
deposits are held against " bill or bills running/' and in 
general the amount will not be released until all hills havd 
been met. ^ 

On the face of it this system appears J:o afford sufficient, 
if not ample security to the bankers who advance against 
the bills of cxchari|fe, but where unscrupulous persons jxe 
concerned it is*open to abuse.* Once an exporter knows 
the amount which will be advanced against his paper, there 
is nothing to prevent his invoicing the produce at a price 
to cover the 25 per cent, margin, ^nd then drawing his 
bill at exchange in conformity. Unless the banker has 
an expert knowledge of the comijioditiefe shipped, he cannot 
tell the exact price,«and although he advances what pur- 
ports to be 75 per cent, of the invoice value, it is plain that 
he is actually paying the exporter the fiil amount of the 
bill, as the goods are invoiced at 25 per cent, in excess of 
their real value. For the successful^ operation of this 
malpractice, some collusion between importer a{li> ex- 
porter is probably necessary, though it by no means follows • 
that the importer is always a party to the deception, which 
sooner or later is bound to come to lighf 
Bills for Collection. * In the «ase of bills, documentary 
or clean, sent for collection, there is no risk to the banker. 
He merely sends the paper forward t^ his Eastern branches 
and follows the instructiorB given in the which 
accompanies the documents when cfelivered to him in 
London by the dmwer ; if the documents are to be handed 
over to the Eastern importer against acceptance, he wil^ 
pass them on to the drawee when the bill ts completed, 
but if his instructions are, not to part with them until 
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payment is the bill is simply presented for acceptance, 

and if not thentofiid, is heldpattached to the doci^ents 
until it suits the importer to take them up. In the mean- 
time the f;oo(i!s wil^e warehoused, •'^md when the importer 
eventually retires the bill and ta^es dblivery, the pro^ds ' 
will be remitted tooLondoh, either by mail or^by tele^phic 
transfer, at the option of tl^e drawpr of*thebill, and^ finally 
paid to him less the banker's commission and charges. If 
the exporter’s instructions are, all charges to be paid by 
the drawee,” the banker will collect them at the time the 
bill is paid in the !gast, and in that case the exporter will 
receive the net amount fpr which his bill is drawn. 

1^ connection with the documentary ‘bills drawn under 
the various forms of credit '•we have previously discussed, 
there are one or two customs which seem to be entirely 
for the benefit of the importer, and it is as well to mention 
them here. 

Documents on Payment. We will take first the* case 
of a bill drawn on ^n importer for, say, £300, at three 
months' date, marked ” documents oi? payment.” If on 
presentation the importer is not in a position to pay the 
bill, he merely 3:cepts it and returns it to the banker. 
What the banker then does is to warehouse 'the goods 
either in his own \jarehouse, or in some neutral storage 
placer $nd here they are supposed to remain until the bill 
iis paid. In the East, however, and often elsewhere, it is 
customary to allow the importer to take delivery of a 
portion of the goods against part payment of the bill: 
these partial deliveries fcontinue until he has sold the whole 
shipment, and when' the last portion is taken away the 
banker is supposed tp have received the total amount 
due on tlje bill. 

This practice might be very simple and satisfactory if 
only one bill were drawn, but where, as <s frequently the 
case, a number of drafts are running and a large amount 
of produce is'-in the hands of the banker, the danger is 
that the acceptor of the bills may pay for and take delivery 
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of those goods which^command a ready mraet. If allowed^ 

to do thjs, he sometimes retires the bilj ^awn against the 
particular consignment of which he ^^shes to obtain 
possession ; at other itimes the proceeds (i sates will be 
» pte^jed against the ^rst bill inaturing^ and as a result the* 
bankt» may finally find himseiff left with a depreciated 
and in^equate security, which by no means represents 
the vitae of the bills of exchange he has still on his hands. 
The confusion becomes wdrse confounddd if the pespectiYe 
shipments are not kept strictly separate, as there will be 
a tendency for partial deliveries to be ^ken of a number of 
consignments, and no matter whether the first or last bill 
be retired, the •bank will eventually be left with a 
conglomeration of merchandise of doubtful marketable 
value. 

No matter how careful the banker or his agents are, 
they cannot always tell whether the importer is taking 
out ^oods in proportion to the payment he makes. For 
example, a bill might be drawn for £600 against 100 cases 
of goods ; if the banker is asked to deliver fifty cases and 
receives payment of half the amount of the bill, £250, 
it is possible for the importer to take oases, the contents 
of which ^re worth £350, and leave the banker with the 
remaining fifty cases, which, although they are supposed 
to be security for the balance of the bill, are irf reality 
•worth only £150» • 

There is then the case where the banker delivers the 
complete set of shipping documents oh acceptance of the 
bill by the importer : Tiere he^ dndoubtedly part^ with 
the whole of his collateral security,’ and, apart from tie 
safeguard which the several letj^s of hypothecation 
we have mentioned are to»him, the banker's qply means 
of protection is to obtain from fhe importer a trust 
receipt. The mgie mention a)f this document is a reminder 
that it is one of the instruments used in foreign exchange 
banking which ou^ht to be thoroughly* explained to 
the reader. 
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Trust JRE6E|iE^’S.^ Shorn of aJ} technic^'tiesj the 
trust receipt is sii^pfy an undeutalcing which the acceptor 
of a " Documents :pn Payment ” bill in a foreign port 
signs in order to obt^n delivery of tlfe goods before he has 
Vaid the biU. He recognizes the banb^s lien on the 
chandise, and undertakes ti sell it and to pay^the prerSeeds 
into the bank as soon as received. 

In many cases the drawees are permitted to store the 
collateral security in their own warehouses, but in some 
places the banks have their ^ own storage accommodation 
{“ go-downs,'' they ^,re called in the East), which enables 
them to exercise some sort of a check on the deliveries. 

The custom of delivering goods uncfer trust receipt 
seems to have originated fti America, where the law 
recognizes to a far greater extent than elsewhere the 
bank’s property in the goods after they are given up 
to the acceptor of a bill, As a matter of fact, a drawer 
of a bill from tliis side will rarely authorize delivery under 
jtrust receipt, and thte banjcs abroad more often than 
not take the responsibility themselvesj which means in 
effect that they part with the goods contrary to the instruc- 
tions of the drawer, to whom they are then, of course, 
responsible for the ultimate payment of the bill representing 
. the value of the shipment. The whole thing in principle 
amouift^ to this : the difference between having a five- 
pwund note in your pocket and another nuan’s owing it to 
you ; and although the system is good enough where the 
acceptor is perfectly trustworthy, yet, so long as human 
nature is what it is, difficuilties will always arise, and from 
the standpoint of Brifish banking we have no hesitation 
in saying that trust receipt facilities are open to grave 
objection. * 

The fact remains, however, that with bankers abroad 
the trust receipt is a pis oiler, ^ It frequently happens at 
a foreign port that there is no public storage accommoda- 
tion, and if thd bank does not possess Hs own warehouses 
it is practically obliged to deliver the merchandise to the 
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acceptor of the bill jigaipst his signatu*w 
Eve^ where public warehouses or do exist, the 

iystem^of storing the collateral security in them is not 
ied, since in many^ places there is^^otMng ^0 prevent 
dealer's inspeci<ng ^he olher penjon's property and sc# 
i;cttittY a clue to the quality dt prodi^ce shipped and the 
iourqe of supply.'* Hojvever, as we have pointed out, the 
}anks do sometimes surmount this difficulty by building 
)r leasing their own warehouses, and* if they, desire *10 
ivoid the disputes which occasionally arise when trust 
•eceipt facilities are given, the remedy is obvious. 

There is this much to be said, for the system, it enables 
;he importers td deal with merchandise immediately it 
irrives; sonlbtimes, too, tl* banlc does not run great 
isk, as the importer has frequently sold the goods against 
Dayment on delivery. In this case he will give the bank 
ietails of his sale and will sign a trust receipt agreeing to 
:ol>ect the proceeds from his buyer and pay them over 
:o the bank immediately. But if the merchandise is not 
;old and the banker allows it to be stored in the importer's*- 
)wn warehouse in exchange for a signed trust receipt, he 
s in a similar position to a person walking through a great 
vood : tlie walker cannot see the leaves of the trees, and 
:he banker cannot see the goods over which he ought to 
lave control, consequently the importer is at l^barty to 
leliver how, when and where he likes. To guard against 
;his contingency some bankas only deliver the relative 
locuments against trust receipts to 'enable the importer 
;o store the commodities in a^rfeutral warehouse* in the 
lank's name. The receipt, which fhe owners of the store 
ssue, is held by the bankers, an^ subsequent deliveries 
:an then only be made under the cognizance oHhe bank. 

The financial responsibility of th^ importer is the factor 
vhich counts in all trust receipt facilities, and unless the 
lanker has confidence in the position of tlie importer the 
iccommodation cajartlot safely be given. • 

The several practices we have just enunciated are in 
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voperation in'n^.y^countries besitjes those Eastern centres 
we have indicatfea^ i The trust receipt system, tor «x2^ple, 
is said to have beei\evolved in the United States, b^t some- 
thing akiup to it is Seen in the cottAn and woollen manu- 
'•facturing districts oi England, whereAit is no^uncomjiftn 
thing for the raw nateriaf to be delivered on, the si^ature 
of a trust document before ,the biHs of ^jxchange are paid. 
As one of the bankers remarked to the writer, it would be 
a*clever banker who could pick out his own security once 
the shipment had reached tl;ie mills of the manufacturers. 

Needless to say, tj;iere is always a vast quantity of mer- 
chandise also stored in tlje London dock warehouses, and 
the game difficulties which arise abroad ocfcasionally present 
themselves here. Bills of Exchange dravfti on London 
importers are constantly arriving from foreign countries, 
and if the banker is instructed not to deliver documents 
except on payment, he, will have to take delivery of the 
goods and warehouse them until the drawee is in a position 
^to pay the accepted MU. If jthe importer who has accepted 
a documents on payment bill, desires to obtain pos- 
session of the merchandise before maturity of the instru- 
ment, he can, of Oourse, do so by paying the bill, and in 
that case the banker wiU allow him rebate on the amount 
of the biU for the upexpired period at J per cent, above 
the LoiUlon joint stock banks' rate of interest for short 
deposits. 

Partial Deliveries. Partial deliveries, except in rare 
instances, are not made in London, but some bankers do 
pennit' the importer to liat^e the documents of title to the 
goods on the deposit of satisfactory security or against 
the guarantee of other^v parties of repute. However con- 
venient thjs system may be to 'the importer, it cannot be 
regarded as suitable ^o the exchange banker, who, by his 
own act, ties up funds which could have ^een utilized to 
b^ter advantage in financing ?ny outward business 
offering. It is'’plain that as long as' t?je banker holds the 
accepted bill with documents attached, there is some 
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incentiye for tlie importer to make early pigment in cArder 
to be able td^deal witt the shipment, bu| cjiw he is allowed^ 
to obifiain possession of the documents M/inst the deposit 
of security, the incentive to take up hisyull rjgon^, and the 
^ chances are that he ^ make^no efforj to pay it until the 
date o^atdrity ; the banker wiil thus Ije out of his money 
durin^Tlle wifole time the bill is running, for, as we shall 
see lat*er on, these “ Documents* on Payment *' bills are not 
usually discountable. 



^CHAPTER XVni 

DOCUMENTARY BILtS ON AUSTRALIA, iiGYPT, S9>UTH AFlrtCA, 
THE UNITED STATES OF AMERICA, SOUTJFI AMg^?JCA, 
CENTRAL AMERICA/ AND OTHE^^' COUNTRIES. 

'Within^ the limits of this ' volume it is obviously 
impossible to describe the bills drawn on every country, 
but it will be sufficient for all practical purposes if we 
confine our attention to the paper current between London 
and some of the more important foreign and colonial 
centres. We have seen how business is ^transacted with 
the East ; let us here extend our operations to the 
Australian ^pontinent. 

Australasia. 

The customary ustmce for bills between Great Britain and 
Australasia is sixty days'* sight, but ^the currency of the 
numerous drafts drawn varies from sight up to 120 days' 
sight. 

Bills are not drawn payable with interest, as is the case 
with drafts on the Far East. When there is any difference 
in exqjiange, it is,' by arrangement between the shippers 
and importers, sometimes borne by the, one, sometimes by 
the other. In practice the cost of exchange is usually 
included in the eicporter's invoice, and the draft is then 
draT/tu for an amount wliich will' yield, after the deduction 
of the exchange commission charged by the bank 
negotiating the bill^^ the net amount of the attached 
invoice. ^ Frequently, howevpr, bijls are drawn for the 
amount of the invoice, with the clause added, ** payable 
with exchange per endorsement," the, effect of which 
is, as we mentioned earlier in our investigation, to 
transfer the^i)nus of fixing the ^af^of exchange on to the 
banker. 


192 



d5cUMENTARY bills on AUSTRALIA, ^ etc. 193 

Bankers in AustraJ^a receiving bills b^SM the exchange , 
clause c£|Jcukte the exchange and write^of^e back of the 
bill particulars as to how the amount Vmiade up. It is 
also customary to insert the new amor jit in^ed kik, above 
thi^amount in figure| on the fSce of the bill. 

Billsj^e drawn both "docuftients payment" and 
" docmnShts on acceptance, " according to the arrange- 
ments between the parties to the transaction, but it is the 
general practice for banks' who negotiate bills bearing th% 
latter clause to retain the right to use their own discretion 
regarding the surrender of documents; if, on arrival of 
the goods, the position of the drawee is such that the 
bank considers ithinsafe to deliver the bills of lading, it 
will safeguard “C’he position of®the drawer by insisting on 
payment before parting with the security. 

There is a difference between the Australian.law and the 
English law in regard to the stamp duty on bills drawn in 
foreign currency. Our Stamp Act of 1891 provides for 
the ad valorem duty to be assessed upon the amount after 
conversion into British currency at the rate current on 
the date of the bill, and the English Bills of Exchange Act 
of 1882 requires conversion to be made St the rate current 
at the dale of payment. In Australia there is no such 
distinction : it is the practice to assess the stamp duty on 
the amount as converted at the rate on the date of payment. 

• The principles in regard to homeward remittances for** 
bills drawn under the various credits do not differ materially 
from those we have described in other cases, but there 
seems to be some difference of opfnion as to the correct 
procedure to be followed when making counter remittances 
for bills which the exporters have ,sent to Australia for 
collection through the banks. In some inst^ances, if 
drafts are sent for collection, and no definite instructions 
are given in regard to the ultimate payment to be made 
by the banker to the exporter, it is held that the collecting 
bank's duty is to rej^iit proceeds by drafts at " usance," 
say, at sixty days' sight, and*we believe it was at one time 

X4— 
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ciis{omary loW'al^e the remittances in this way. ^Of late 
years, howeverw^ understand it has been th/ practice for 
some banks to) Vmit proceeds of bills for collection at 
“ sight,” (Chalgin^ of course, the higher rate of exchange 
always ruling for ^ght or demand ^Is. In the abs^ce , 
of unanimity am 9 ng bahkers, there is little use ^ur dis- 
cussing the rights and wrongs of the matter ; cCihpetition 
will finally decide which procedure is to be followed. 
But it r^eems a "little inequitable if the exporter is to 
receive less by sight draft than he would if he had 
received and discounted a’^sixty days’ sight bill sent by 
the collecting banker. 

Egypt. 

Bills on Egypt are usually drawn in sierling, and the 
following details may be taken as typical of the general 
transactionc which take place. 

First we get bills drawn ” payable at par,” that is, the 
par rate is specified in the body of the bill : if no rate at 
all is mentioned, then th^. draft is still understood to be 
payable at par. Such paper is payable in Egypt at 
piastres 97^ per £1, and the Egyptian banks buy, or advance 
on the bills at 1 per cent, over Bank Rate, with a minimum 
of 5 per cent. When the proceeds are transferred to 
London, the loss [jn exchange, if any, is borne by the 
draper, unless otherwise arranged. 

Bills are also drawn payable at current rate of exchange, 
plus interest at a specified rate. Here, as in the East, 
drawees pay the amount of the bill, plus interest at the 
fate mentioned from (Elate of negotiation to approximate 
date of arrival of proceeds in London. If exchange is 
above par the dr^weejbears the loss, but if it is below par he 
receives the benefit. The proceeds oi such bills are, however, 
usually remitted toXondon at par, plus interest collected. 

Egypt is |Jso one of those countries' upon which bills 
^ire drawn bearing the clause ”*^^xchange as per endorse- 
ment.” Ijrawees, as in the precedl.jig case, are expected 
to pay interest, exchange, aiid other charges, but in view 
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of thei exchange clause^ they freque*itV[7? contest their* 
liability iorVadditional intent charged^ the bill, and if 
the banker is unsuccessful in collectir^^tlie interest, he 
eventually claims it f A)m the drawer In Eri^lanl. 

^Vhere bills are sei|t for collection, the drawees, of course, 
do no^^pay interest, and any gafn or lo#s in exchange is a 
mattej v^ich concerns Jhe parties to the bill : the banker 
collects the bill for an agreed commission, and leaves all other 
questions to be settled between the drawer and the drawee. 

South Africa. 

Our survey would not be comyieie witnout some refer- 
ence to South AMcan banking procedure. The exchange 
with the countries within the Union of South Africa and 
Rhodesia is on a sterling basis, but as with Australia there 
are certain differences in exchange which hav»to be taken 
into account. The price fluctuates and is rarely above 
par, «but it is sometimes at a discount per £100. Banks 
quote for bills at sight, thirty ^ays, stxty days and ninety 
days, but exporter?# draw at all usances, from demand to 
120 days’ sight. There appears to be a preference for 
ninety days’ sight bills, which is the most dbnvenient usance 
for the South African traders, and occasionally even a 
six months’ bill makes its appearance.^ 

The method of quoting exchange on the bWs of 
discount ” or ’ •premium ” is a little puzzling at first 
sight. For instance, sight drafts (London on South 
Africa) may be quoted at J per cent, discount, thirty 
days’ sight bills at IJ *per ce^t.* discount, and so oij. 
In practice, this means that if the exporter draws for 
even amounts of, say, £100 on ^outh Africa, he will 
receive £100 less 10s. Id. (if ft is a sight bill) - £^9 9s. lid. 
The shipper who wishes to realize tlie exact amount of 
£100 must therefore either increase his invoice and draw 
accordingly, or else simplf^aw the bill plus the 10s. li 
discount. z' • 

Drafts from Great Britain* are seldom drawn with the 
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Miterest clause^ Mthough we belipve it is the .custom to 
draw such bills New Yorl/: on South Afriia. . 

The South ,AAli^n banks negotiate exporters* bills 
drawn under tJie various credits we^^have previously enu- 
merated : they also purchase bills offered purely on t‘he 
standing of the names ajfpearing on the paper, ejjh bill 
being judged entirely on it§ merits. K staple afFticles of 
merchandise are shipped, and the drawer and drawee are 
first-class'" people,’ the banker will advance the whole 
amount of the bill, but if he considers their financial 
responsibility does , not warrant the full extent of the 
accommodation, or goods of a perishable or speculative 
nat? 4 re are being exported, only about 73 per cent, of the 
amount for which the bill is'* drawn will be ‘advanced. 

It should also be noted in the case of these African bills, 
that it is the ^oustom for the exporter to include the exchange 
in his invoice for the shipment, and then draw his bill for 
the full amount of the invoice. > 

^When bills are sent for collection through the South 
African banks, sometimes the drawee pays the extra 
exchange and charges, and on other occasions they are borne 
by the drawer ; \t is generally a question which is settled 
by the importers and exporters themselves, and \he banker 
either collects the a](pount of his commission, etc., from the 
drawee; or el^e deducts it from the remittance which is 
made to the exporter in final settlement of the bills at** 
maturity. 

In each class of bill documents are given up on acceptance 

payment on the usualtconditions. 

The proceeds of bills negotiated, or, as some banks call 
them, bills remi^ted,y^are utilized by the banks for the 
purchase aof paper and telegi'aphio transfers offering in 
South Africa drawn on London. 

As regards^bills for collection, the prooeeds are remitted 
home at the current rate for ^d^imand bills and/or tele- 
graphic traiisSfers on London, accormhjjf to the arrangements 
made between the various operators. 
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Thft following specimen gives in a conv.fenient way •some 
idea of Jheform homeward bills take. 

No, Pretoria^ Ut May, 19 

^EXCHiiNGi FOR £200. 

Three months a}ter sight of this fir^t of exchange (second 
of4h’^am^ tenor a'nd date being unphid) pay to the order 
of 4he A B Bank the sum $f £200 (two hundred pounds 
sterling value received, and place the same to account of 
thirty boxes of ostrich feathers shipped per s.i. ” Union 
Castle ” to London, r 

To Messrs. Blank <5* Co., /. C. Kruger & Co. 

Nile Street, 

• London. 

U.S.A. 

We now come to the American Continent^ and as con- 
ditions with the United States are so well known, little 
nee^ be said about the practice \here. American banks 
until quite recently were precluded irom opening branches 
in other countries^ and in consequence the bill businesst 
was almost entirely in the hands of the British and Colonial 
banks and finance^houses. This restriction has, however, 
now beei! removed, and we now have American banks in 
active competition with our institutions in London. The 
issue of dollar credits and dollar bifls, however^ hgis not ’ 
• been an unquali§ed success. There is still'an overwhelm; 
ing preference for the “ bill* on London,” which is the 
international medium of exchange ” par excellence.” 

Apart from demand ^dUIs the most common usance for 
bills drawn from Great Britain iS sixty days’ sight, although 
ninety days’ sight bills are also constantly seen. The 
principal centre upon whjph the bills ‘are drawn is New 
York, and documents are given up both on*acceptance 
and on pa 5 mier^, subject to the conditions we have men- 
tioned with other centr^ There is, howevfer, a very large 
number of bills dra';n and negotiated under the sevelal 
credits mentioned, which n^ver reach the United States : 
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arrangements W made fof the issue of tlie commercial 


in order, the bills Ve accepted and re^aineti in^ffSndon, 
while the documents are at dnce sedt forward to New* York 
to reliable agents of the London banks. It is then a ques- 
tion whether to deliver them to the American importers on 
or before payment. Generally speaking, if the bank's corre- 
spondents are satisfied as to the financial responsibility of 
the importers, the docunients will be h^ded over on an 
undSrtaking to pay to the baok the proceeds^! sales as soon 
as received. Trust receipt facilities in the United States, 
we need hardly say, are the rule rather than the exception, 
and as the trust deliveries are extensively practised, it is 
often found difficult to dikriminate between particular fipns. 

Bills are, of course*, drawn direct, and not infrequently 
/bear the clause “ documents*on payment," and if a client's 
instructions to this effect are ignored and documents are 
delivered on acceujtance, the banker practically takes the 
responsibility on his own shoulders. As a matter of fact, 
trust receipt facilities have become so much a part and 
parcel of the American system that it is doubtful whether 
f he practice will ever be eradicated. The j:ustom doubtless • 
originated when few bills were drawn on New York : the 
majority of the drafts for American shipments from all 
over the world were drawn on London first, owing to 
thfe fact that no discount'^ market existed in New York, 
and, secondly, because the names of American drawees were 
so little known abload'that evpn whpe 'bills were drawn 
direct they^were hard to negotiate. In these circumstances, 
the banking authorities in the United Stales seem to have 
instituted the' trust receipt systjm to save themselves 
thfe trouble oi carrying the heterSgqneous collection of 
bills of lading and other docunjents which were constantly 


Credits from Ll-»^on, and when shipments are/sent to the 
United States fro^fnany foreigfi countries, the relative bills 
are drawn on a(jid ao^epted in Londoj^by London banks and 
accepting ^nouses. io theso institutij^ns the drafts wi^h 
shipping documents attach|?d are sent, and if e\^erything be 
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arrivii^ frora*other centres without bills iij any shape or 
form bein^ attache'll. 'At the present *^t4me, however* 
New York is making a mo^ determin^^ttempt to create 
a discount market th§i;e, and has even gofl^ to the length 
ofc issuing dollar credits throughout tne world in the hope 
that e^yorfers from other countries may be induced to 
draw^bilte in^doUajs, and so help New tork in the course 
of time to take its plaie among the other nations as one 
of the great monetary centres ; but, as we have said, 
America's action has not been altogether successful. 

The counter remittances !o Great Britain are often 
made by means of sixty days' sight bills, but both demand 
and tele^aphict transfer remittances are largely in 
evidence. 

South America. 

Exporters to South American countries dispose of their 
bill^ drawn under credits opened mth the London agencies 
of the various banks on terms similar to those we have 
discussed as regards other coAntries. The usance of the 5 
drafts varies, but as a rule, they are drawn on the Argentine 
and Brazil at ninety days' sight, and o|i Mexico at sixty 
days' sigltt. With the latter country three days' sight bills 
are frequently drawn, too. We may add that thirty days' 
sight bills are often used with Coluftibia, and, white the 
•northern countrigs of South America dravf at the same, 
usance as Mexico, Chile, Peru and Bolivia follow the 
practice of Argentina and Brazil. BiHs drawn on Argen- 
tina, Uruguay, Columbfe, Ecuador, Nicaragua, Salvador, 
Venezuela, Iquitos and Central Afneriea generally are usually 
payable by sight return drafts and should contain a 
clause to that effect,. In, all the^ countries documents 
are delivered on acceptance or on payment, according to 
the instructions ^iven by the drawers of the bills, and the 
comparative financial sttgpgth of those whbse names are 
on the bills. 

As with the other countries we have ej^amined, the 
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adjustment ,o\ any gain of loss in exchange is a ^matter 
*of arrangemefifc between the dxpohers anji importers. 
Many merchantsj^iowever, w&en drawing sterling l]^lls on 
firms in the ^entine and Brazil cpefully ipake the bills 
payable fn one of She weK-known jentres, and by IJiis 
means safeguard themselves from tne loss (n exchange 
which may be incurred where it is left j;o the chgiS^f the 
acceptor to pay a bill in sofne local town where he i^'domi- 
Qiled. This is aij. important point, especially where both 
the State and the Capital bear the same name. For 
instance, it is preferable foi*^ bills on places in the State of 
Buenos Aires to be?' drawn payable in Buenos Aires, the 
capital of the Argentine ^Republic, if it is desired to avoid 
thrf wide differences sometimes existing, in ' exchange. 
Bills on the State of Rio Grande do Sul, Brazil, are best 
drawn payable at the capital, Port Alegre. 

Bills of exchange on South America should be drawn in 
triplicate, i.e. first, secfond and third of exchange, and the 
first of exchange mi^st necessarily be stamped in accord- 
aeice with the stamp laws* of the country in which it is 
drawn. The place from which the bills are drawn should 
be stated on the^.bills of exchange. Where possible, bills 
should be made out in the Spanish language, except when 
drawn on places in Brazil, when it is desirable they should 
be i^ Portuguese. 

Attention should also be paid to the ^clauses in bills. - 

For bills drawn on places in Bolivia, Brazil, Cliile, and 
Peru in other than the local currency, it is customary 
to iiLuke payment by <. ninety days’ sight return drafts 
on Europe. It shouid bV noted that bills must not be 
drawn payable by sight return drafts ” unless previous 
arrangements to *thaf effect Jiave been made with the 
drawees. *In the cafe of a bill payable by ninety days’ 
sight return draft the drawee pays to thf collecting bank 
a sufficient sum in local currennM:o enable it to purchase 
a* draft on Lqndon, Paris or Nw York, as the case may 
be, at ninety days’ sight for the amount of the bill. 
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A " sight return remittance would cjbv^c^sly cost *con- 

siderabl]j m^re than a bill at ninety day's’^sight, because 
the pA’son to whom it is sen^can get hisljj^ney immediately 
he presents the bill. It usually more a^vaiij^getjus for him 
to* be drawn on in the first-mefttioned jvay, even if interest » 
for the corresponding three montfis is added to the invoice. 

Bifls cm oHher countries in South and Central America 
are usually made payable by sight return draft, and should 
be made out accordingly. , • 

Experience has taught bankers that bills on South 
America and contiguous countries should be drawn up 
strictly in accordance with the term§ of the instructions ' 
given by the drawvee ; for instance, it should be settled 
beforehand which of the two gpeneral clauses : “ Payable at 
the collecting banker's selling rate of exchange for ninety 
days* sight drafts on London (or on Paris, of New York) 
on date of payment," or "Payable at the collecting 
banljers* selling rate of exchange* for sight (or demand) 
drafts on date of payment,” etc., k required. Then it 
must be decided wljether the documents are to be given * 
on acceptance, or whether the drawee is to be called upon 
to pay cash against* documents, and in (this connection it 
should be*noted that in some centres an accepted bill, the 
documents for which have been withheld, has no legal , 
value. In the case of non-acceptance it is impossible to ^ 
•"note” the bilL^as in South America th^re is no such, 
thing as " noting.” Bills ma/be protested, however, and 
the protest must be taken out withiif twenty-four hours 
of the bill's being dishohoured. • 

Interest for delay in acceptdSice bf a time bill, or lor 
delay in payment where the bill is at sight, owing to late 
anival of shipment, .cannqt be clmmed from ^awees in 
Central and South America. It is a wise precaution, 
therefore, to staje on every .bill, whether documentary or 
not, " Goods per s.s. — or " Goods per*parcels post^” 
and in the latter case, give the date. Tllis serves as a 
useful guide to the banker who is collecting the bills. 
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The legal«r’^te of interest in South America is generally 
6 per cent, penoannum, and rebatS on the amount of the bill 
for pa5nnent befcAj^due date is^^usually allowed at thfsrate. 

Interest bill? hre not used, as a rulp, in the South American 
trade. Bills should not be drawn j>ayable “ plus Bauk 
charges.’* Any charges ^ich as interest and ^coinpiissions 
should be added to the bill. The folV)wing deteils show 
how one of these bill ‘transactions is workeef. For 
example, we may. take a 90 days’ sight documentary bill, 
containing a 90 days’ sight return remittance clause, 
drawn on Santiago, Chile ; \his would work out — 

Usance of Bill * 3 months 

Course of Port, etc. . * . . . ^ . 3 „ 

Usance of Return Remittance . . ’ . 3 . „ 

r 

9 months 

At 6 % per annum (i.e. per month) . . A\% 

Bank's c 6 llecting comimssion .... 

Bank’s postage Is., English bill stamp ls.%, and 
Chilian bill stamps (nominal) together — ^say 3 '^% , 

for large amounts, for small sum . . 

When sending shipments to Chile th*e following informa- 
tion should be borne in mind. In order to obtatn delivery 
of goods in Chile, two stamped bills of lading are required, 
and on*' of these mist bear the visa of the Chilian Consul. 
Bills of lading for Chile should therefo;-e be obtained im 
sets of four, two sets of Which can be vised, the second 
vised copy required a consular stamp for 75 centavos (3s.), 
so thart the bank collecting the relative bills of exchange can 
s^d out two fully con^letra bills of lading by separate mails. 

In the absence of a vised bill of lading a fine of $15, 
Chilian currency, 'has to be pa,id. ^ ‘ 

Consular invoices, tn triplicate — one marked “ Original ” 
and another “ Copia Suplementaria should be sent. 
The “ Copia 'Suplementaria *' j^quires a consular stamp 
for 75 centavos (say, 3s.). if the presenting banker is 
unable to 'produce a consujar invoice (" Original ” or 
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' Copia^Suplenfentaria ”), a fine*of 4 per cent «n the value 
}f the good^ is inflictec?. An unstampe&i copy of the * 
:onsular invoice is not sufiident. 

In Guatemala it is necessary also to havfe'^wo duly vised 
copies of the bill of jading in «rder to obtain delivery of 
joods. • * P 

In di-'&aryitimej, shipments to Bueifos Aires are sub- 
ject tcT a fine of 2 pd cent! if the relative shipping 
iocuments are not produced within eight day^ of the 
Jteamer's arrival. 

In Colombia a consignee nfay obtain delivery of the 
»oods without production of the bills a^f lading, provided 
the duties are paid^ind the Customs authorities can identify 
biis goods b*y thg marks on the^ packages. There is a fax 
on Bill of Lading endorsements in the Argentine. Bill of 
Lading, viz., if made out “ to order ” $2 paper (say 4s.) ; 
endorsed in any other manner, $7 paper, "flnnecessary 
mdorsements, $5 paper each, in addition to the foregoing 
charges. Contrary to general banking^nd mercantile prac- 
tice, bills of lading in many tentres in South America 
ire not the essential documents of title to the goods. 
Merchandise is fre(5;uently delivered tQ the consignee 
named on ^he consular invoice. Tlie consignee can obtain 
a copy of the ship’s manifest, make the necessary declara- 
tion, and, by paying a small fine, Withdraw th8»^ goods 
without having apy of the shipping documents in his 
possession. He can do this even though he has neither 
accepted nor paid the bill of exchange.* He is, however, 
required to pay the customs duties. Banks can •only 
control delivery of the goods if t\fey a#e actually consigned 
to them. 

We have stated* that bill^ on Sohth ?Vmerica may be 
protested. But, throughout Central# and the Northern 
part of South Anjerica, most ^ of the native banks decline 
to extend protests, while pthers will only exfend protests 
on bills for non-pa 5 mient on\eceiving specifi* instructions 
to that effect. In Colombia the time for protect has been 
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extfended 2^ hours io 15 days. In ^Nicaragua it is 
now 48 hour^i but proceedings inay be takep on a bill in 
Peru within sixyionths of protest. 

Spain, toaly, France, etc. 

The bills described in tjiiis chapter ty no mdans Represent 
the whole of the loreign paper seen onJ;he Il3nd«n market, 
neither do they account for all ftie return remittances in 
•the shape of foreign drafts which circulate on the London 
market ; Spain, Italy, France and other European coun- 
tries all utilize London foV financing their import trade, 
and the credits th^y open from time to time give rise to a 
good many of the bills found in the prrtfolios of London 
bankers. At the time of #vriting, howev,er, owing to the 
disorganization caused by the war and the subsequent 
difficulty of obtaining reimbursement credits in London, 
documentary demand drafts on rather a large scale are 
being drawn on the more important trading centres of 

Italy, Spain and contiguous countries. 

• 

Scandinavian Union. 

Countries in rthe Scandinavian Union, despite their 
favourable position in regard to trade with th^ belligerent 
nations, were also faced with abnormal conditions, and in 
many cases sterling' exchange was either difficult or impos- 
sible to obtain. We have not space t^ describe the statt 
of affairs in each country; but Denmark may be taken as 
representative of the general conditions prevailing for some 
months during the wir. 

* In accordance wkh the Danish law governing bills of 
exchange, bills drawn in sterling or in other foreign cur- 
rencies have to *'be Collected, at the official rate for the 
centre concerned, that is at the quotation ruling on the 
exchange at Copenhagen. The selling rs^e is the one taken 
in normal tffiies, but during JJjg Great War the difficulty 
of obtaining! sterling remittance became more and more 
marked, until the time camq when there were no sellers of 
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cheque^ on London except at a ridiculously^t^gh premiiiim. 

Even where^uyers werS willing to pay^ ihe enhanced 

prices •drafts for moderate sinounts only were obtainable. 

These conditions were^ue to the fact^tMfpenmark had 

> many obligations to, fulfil in* England, partly ior fresh 

imports,^ and partly for maturing credits and financial 

draftsT and in^pite/)f the ever increasinj exports to Great 

Britain, suf&cient sterling to meet trade requirements was 

not forthcoming. 

In view of the impossibility of 
tances to London in payment bf sterling bills collected in 
Denmark, various measures were advocated, but the system 
adopted by some «f the larger Danish banlcs was for the 
proceeds of billsi collected to b* placed to the credit of* an 
account kept in kroner in Denmark, in the name of the 
bank which had sent the paper for collection.^ The credit 
balances were then at the free disposal of the bank or firm 
which bad sent the bills from London, and the most suitable 
way for the funds to be utilized was f^r the creditor to sell 
in England to banks and otheh under the obligation to 
make payments in Denmark, bills drawn in kroner. 

The proviso that bills on Denmark casinot be collected 
at an exchange higher than the official quotation does not 
prevent bills being drawn with protecting clauses, such as 
** payable with cheque on London,” “■i)ayable at Iffie .rate 
^f exchange as p^r endorsement,” etc., and where these 
or similar clauses are embodied in the bill, the collecting 
bank can insist on the conditions being ‘fulfilled, independ- 
ently of the official rates,* In such cases, however, pcTsons 
sending bills containing these coiiditi\jnal clauses would Be 
well-advised to have a previous understanding with the 
drawees in Denmark, otherwise disifutes*are sure to arise. 

With documentary bills the collecting banker is naturally 
in the better position, as he c^ refuse to deliver documents 
unless payment is made..l}j cheque on Lobdon at the 
agreed rate, but in the absence of special instructions 
documentary bills, like all other drafts, are always collected 
at the official rate. 



CHAPTER XIX 

ON FINANCE BILLS 

In Chapter VII |we disCussed one of the mo^ potent 
influences on the exchanges— finarce bills. But although 
it was shown that such paper is largely drawn in connection 
with arf)itrage operations in international stocks and 
shares, we must not Iosq sight of the fact that this 
paper is constantly in evidence in other transactions. 
Some confusion seems t€) exist on the market as to what 
reaily constitutes finance paper, but among exchange 
writers there is a consensus of opinion^ that the term 
should be restricted to all long bills drawn by the 
banks and accepting houses of one country on those of 
another, bills, that is to say, which are manufactured " 
for the express purpose of raising money at an opportune 
moment. There is flo particular magic in the process ; all 
that happens is for the recognized accepting houses of one 
centre to grant facilities to foreign operators to draw bills 
on them whenever it is apparent that ready i;aoney can 
be profitably employed on the foreign market. The long, 
or three months’ bilj is sometimes drawn against a standing 
balahct^ with ,the correspondent, but more often than not^ 
' the banker abroad is allowed to draw bills on the under- 
standing that he shall put the acceptors in funds before 
maturity. These bills, bearing^ the names of first-class 
l::ianks or finance houses, ^are readily saleable at the best 
rates, and immediately they are offered the drawer receives 
funds to indulge^in v^hat other operations he likes. In 
due course the bill arrives, sky, in’ London, is accepted, 
and then sold under’ discount on the open market, upon 
which it will, circulate until the date of fnaturity, and, as 
we have seen, neither the dvl^r nor the acceptor need 
put down .a single penny until the time for payment 
arrives. When the bill does fall due to be paid, the drawer 
206 
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must see tb^i funds, are in the handsi oi hiS friend the, 
acceptor,* and it is customary to remit the Imount of the 
bill so*^hat it shall be in the hands of tfi/j^ondon acceptor 
at least one day bef(|re the present^ion Af tl^ finance 
bin. A sight draft ^ generally purchased on the foreign 
market ^nd sent forward for this purpt^se, and the effect 
of this^sight (Jf-aft on the exchg^ge between two countries 
is the reverse to that occasioned by the drawing of the 
finance bill : the latter would tend to depfess the exchange* 
but the former would elevate h, if one may use such an 
expression. It is not that the first drawing of these finance 
bills, or even of the remittance pf the sight drafts, has 
a marked influence on the exchange at once, but it se<jms 
inseparable from such accommodation that there should be 
a constant renewal of the facilities. If the three months' 
bills were merely renewed at maturity, the influence would 
not be great, but when we see that further bills are drawn 
the final effect becomes more plain. 

This is how the matter works in practice. 

We may presume ^he A B Bank in New York has drawn ' 
a ninety days' sight bill on the Blank accepting house in 
London ; towards the end of the perioc? in question the 
A B Baiit perceives that it will be inconvenient to find 
the wherewithal to purchase the remittance which must 
shortly be sent forward to London to meet Blank 's"*acdept- 
*ance, so what it does is to draw yet another bill of the same 
tenor and sell it on the New York market, and by this 
means procure sufficient funds to remit in cover of the 
previous bill drawn. * j ** ♦ 

It may appear at first sight that fhe creation of these 
finance bills can go on indefinitely^ but that is not so. 
The amount of paper xunning on the market fojr any one 
bank, finance house or individual, cari generally be pretty 
well gauged, anddf at any time the market deems the sum 
total to be sufficient, there '.rll^e a tendency to discriminate 
against the bills. Takers ol bills do not exactly decline 
to receive more of the paper of the firm in question, but 



208 ' FOREIGN EXCHANGE AND FOREIGN B1L£S 


higUer ratear charged as an insurancg, against the 

extra risk : it^s as if the buyers say, " We do^ot, refuse to 
take more of A^6*s bills, but we would rather ^not be 
asked to j:eceif>^'e m(jre,'* and a continuance of this state of 
affairs soon cause?* trouble in the ^-quarters concerned. 
Consequently, further bills will not be drawi a rule 
until a portion of ihose circulating has Rin ofl. fn practice 
operators do not usually go to the extent of drawing more 
than the foreign discount market will readily absorb 
without comment — they know that once discounters eye 
their paper suspiciously, they become, what is termed 
“ talked about,” and, qs we all know, nothing is more 
daqiaging to a financial firm's credit thltn to be in such a 
position. 

As we have referred to the discount market in passing, 
it may be m^II to give the student some idea of the way in 
which the price of these ” long ” finance bills is calculated. 
Briefly stated, it is the market rate of discount ruling in 
the city upon which the bill is drawn that governs the 
price. If the reader will refer to Chapter V, he will see 
that the rate at which bank paper is discounted is con- 
siderably less than that charged for trade bills, from which 
it follows that as these finance bills come under the cate- 
gory of bankers' bills, they can be sold, as soon as drawn, 
subjecf to the lower charge, namely, the market rate of 
discount. It' is this rate of discount, then, which princi- 
pally affects the drawing of finance bills ; the higher the 
market discount Quotation in London, and the lower the 
pricei of money on the foreign market, the fewer such bills 
wll be drawn, and iiice vlrsa. 

An additional point to be borne in mind is, that there 
are certain seasons which favour .the" drawing of these 
finance bills, as they affect the supply of exchange upon 
which the drawer is dependent for coveitag his operations. 
^ the Unite^d States, for in\jt^ce, the exports of cotton, 
wheat and c/ther grain are principally made during the 
autumn, and bills drawn against the cargoes will be offering 
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in largip quantities at that perio^d of the^rear ; consequently 
exchange ^ be low, ^he drawers of IsJiance bills oif 
Greaf Britain know this, and if they weife^delling such paper, 
say, ii May or June, possibility of tldjj being able to 
buy demand exchange at low ratel for rendttance to 
London^to iheet maturing hnanq^ bills will to some extent 
infiu^nceathev drs^ngs. 

“ Kite-nyers.” 

As against the foregoing, which may be called the more 
legitimate form of finance bills, we ^et another variety, 
dignified by the name of finance bills, it is true, but referred 
to on the marl^t as ** kite-flyers.” Kite-flying operafions 
are seen where a firm, not necessarily a financial house, 
trades on its reputation and induces other people to accept 
bills, the sale of which is a means of furnishing the drawers 
witlj funds. Such bills are accoAimodation paper, pure 
and simple, but no one ever realize that fact until the 
drawing house signifies its inabflity to provide the acceptorsf 
with the money to meet the bills at maturity. 

It is never easy •to tell when kite-flying operations are 
in progrete ; the bills are often drawn by reputable trading 
concerns, public companies, and even by foreign banks on 
banks and finance houses in London^ and when^^a series 
of renewal bills^ is drawn the practice ^ay continue^ 
unchecked for a long period. * 

Probably the worst instance of kite-flying in recent years 
was that which came to light upon the failure of the>Bank 
of Egypt. The investigation uiidertaken by the liquidatbr 
proved conclusively that the bank had been obtaining 
extensive credits* on the jLondon money market simply 
on its name : it had in fact been living entirely on its 
credit for a considerable time, and the moment the bank's 
bills became unsaleable it^ failed. Whenthrer liabilities 
seemed to be pressing, funds ^ere raised by drjawing and sdUi- 
ing three months’ bills agains]: cash in Egypt, and when these 

* 5 — ( 15 * 5 ) 
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billsf matured, ^tjie Woney to meet th^ was obtained from 
^further sales di drafts. 

''House Ptypir." 

There yet another variety of finspce bill, which con^ 
under the categoi^ of “ House Paper.** Hoike papj^, so 
called, comprises ail those bills drawn by the foreign branch 
of a firm on its London house, or vice^ersa, that is, bills 
bearing identical < names as drawers and drawees. Here 
we must, as it were, separate the dross from the fine paper : 
we cannot rightly describe a firm's documentary house 
paper as finance bihs, f(;tr» although the exchange dealer 
does not really get the security of two Lames to his bills, 
he still has the documents ft.r the merchandise they repre- 
sent. The risk comes in where a firm draws these bills 
clean, that js without documents in any shape or form 
attached: such are finance bills of doubtful value, and 
when the paper makes its appearance firms are said to be 
drawing pig on pork/* There would not be much trouble 

the circumstances were known to thp market, but as it 
often happens that the two branches of a firm work under 
different names, •it is sometimes extremely difficult to 
discern which bills come under this appellation. 'However, 
the bankers do scrutinize very carefully any paper which is 
suspect^ to be pig on pork, and the discovery that a 
.trader is indulging in this method of fin^mce is the signal 
for the banker to go carefully with him. 

Advances for Gropr. Requirements. 

finally, we get thdse b^s which are loosely described 
as finance paper, but which the bankers know all the time 
to be notl^ng of titie sort : we^refer^to the bills drawn in 
connection with crop requirements. The transactions 
from which they arise are somewhat involved, but may be 
rojighly divided into two clL^. First, there are the 
bills resultiujg irom ** up-counuy advances.*' In this case 
the bankers* abroad, having tsatisfied themselves of the 
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respects^ilit]^ positio|i, etc., ot cenain/mfiiphants, m^e ^ 
them adv^cfs in order t8 enable them to jtorchase crops 
up country : with these funds the mercftamts buy the pro- 
duce from the agriculi|udsts, and whej^ tde^urangements 
I ar^ completed for export they deliver the bids drawn 
against t^e shipments to the banker. In the second case, 
advances are ^ade* direct to the farmers for the purpose 
of moving the crops •and when the gram, or whatever it be, 
is ready for shipment, the bills naturally •go through* thd 
banker who has given the accommodation. ^ 

* For a description of the Banking Credits under which these 
bills are drawn, see Bankers* Credits, bf W. F. Spalding. (Sir Isaac 
Pitman & Sops, Ltd.f 



CHAPTER XX 

TBE {yiSCOtlTT MAI^KET. %E BIU-BROKXE 

We now arrive at the final stage of our enquiry, sgad having 
considered the fercumstances under© whifcii the ^yarious 
bills are brought into being and liow *they are bought and 
*sold, may proceed to an examination of the way in 
which they are discounted. The discount market, we 
need hardly say, is one of ‘the most interesting and at the 
same time one of ihe ipost important from the exchange 
baker's point of view : he is bound to watch its move- 
ments, and must also be ocareful to keej) himself au faii 
with all the little changes constantly occurring. 

Bill Discounting. 

Let us be sure before we go further that we really Jcnow 
what discounting <a bill actually means. Merchants, 
bankers, commercial men, ‘and even sqme of the text-books 
have got into a slovenly and ambiguous way in their 
employment of« the terms “ discounting '* and ** dis- 
counted.*' Some years ago the writer happened to be 
present at a law lecture given by Sir John Paget, K.C., 
when ^attention was called to this very point. The word 
** discounting,*' as this eminent legal Imjainary remarked, iS 
used indiscriminately to describe either the position of 
the person negotiating a bill for value prior to maturity, 
the amount the seller of the bill deceives being less than the 
value in proportion \o thl* unexpired term of the bill ; or, 
to designate the position of the party who takes over 
the bin §jving stich reduced „value, to "^he transferor. In 
view of this existing ambiguity, it will be well to bear * 
in mind that to discount a bill is to buyut, or, aSvSir John 
l^aget says,* to become th^tuansferee of it by having 
it endorsed ^or transferred ^y delivery by the hdder, 
lor a price* settled either by agreement or by the current 
212 
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market vate discount. The discounter# ^hviou^yr » 
the p^a who buys the 1)01, whOe the^c^e Vho gets the 
bin dis^unted, that is, sells*it, is the transferor. 

Now let us examine jjjhe practice on ^le Lclidon market. 

• Ik the firstj>lace wp may say that there is a good deal 
of dis^Duating done first hand by the mint stock banks, 
the coputi)^ bfEnks, hnd ^he priyate banftng and financial 
houses. The gentleWn connected with these concerns 
are always willing to oblige a good customer by^firiSingf 
him cash when he wants it—at ^ price. A banker, we have 
seen it stated, is a man who takes care of other people's 
money and lets them have it as and when required, that is, 
if there is, no ob^acle (e.g. a moratorium) in the wpy. 
That, however, if only one side*of the picture : the banker 
is really a distributing agent ; he receives a flow of money 
from the quarters in which cannot be usefulljfc employed, 
and forthwith proceeds to direct it^ into other and more 
profitable channels. It is in this bill finance, or, as some 
prefer to call it, advances on bills, th^ part of the capital 
for which the banker is the custodian, is invested. In' 
fact, it is an importapt part of the banker's business to lend 
money in such a manner and on such fecurities as will 
enable him promptly to keep the implied promise he has 
made when receiving the cash, to repaj^it whenever called 
upon to do so. These bills which he buys or dftcotints 
lor his ordinary customers arise more often *than not out 
of the genuine trade transaction, although, of course, it is 
no uncommon thing for accommodation paper to find its 
way into the bank's hands. Takp the case of the merdiaqt 
engaged in the internal trade 6f ouf country — a timber 
merchant, for instance, who sells a parcel of timber to his 
customer in Shoreditch. •As the cabmet-m^er there 
who buys the wood cannot get a retifin on it until he has 
manufactured various articles of domestic furniture, he 
will pay the timber meithwit with, say, a three or sig 
months' date acceptance. Yhat is to sa/, the timber 
metd^nt draws a bill on the cabinet-maker, who accepts 
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* At the*e|i^ df the period the letter expects to have 
sold his fumftu^ and have the* cash in hand to pay the 
bill. The timber merchant ^ his turn cannot ^ord to 
wait until thp ina|jirity of the bgl for payment, so he 
takes it \o his banker, sa^, Barely Bank^ and if the 
acceptor be in gc^d repute, the banker will disaou^t the 
bill for a small charge, or, in other WordS* h^ byys the 
bill from .the timber merchant and kee't)s it until maturity, 
tvheh iti-will be ‘presented to the acceptor for payment. 
In this case there is no need for the intervention of a 
bill-broker; the parties concerned carry out their own 
transaction and i?b i^iddleman is necessary. As we 
haye; mentioned earlier in’|[this book^'a ban^:er seldom 
re-discounts these bills: they invariably remain in his 
portfolio until maturity. He has the drawer's and accep- 
tor’s name^on the bill, and as long as a watchful eye is 
kept on the course of the various trades and the standing 
of the parties concerned, the risk on such paper is more 
or less nominal. Tho reason the bankers do not re-discount 
“^these bills is, that were they found to be^doing so the market 
would look askance at the operation, and jump to the con- 
clusion that sontething was wrong with the bank, which 
would be presumed to be short of funds and not able to 
pay its way easily. The amount of such paper offering, 
however, is negligi1)le as compared with other biUs. In 
fact, it represents but a small proportion of the huge* 
volume of bills circulating on the London market. What 
interest the bankers most of all are the bills which arise 
from*the exporting and Importing operations. 

* ‘ k 

The Bill-broker. 

When it com^ to discount operations the London 
banks, as a rule, do rfbt deal direct with the sellers. In the 
banking worl^d, as in every ^ther progressive commercial 
qjmmunity, there exists a lias?* whose function it is to 
act as mid(ffefiien between th^ producer and the consumer, 
and the growth of this class* has sometimes led critics to 
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consid^ tl^ \he profit maae oy tn^ miac^eman is an 
nnnecess^ charge* upon the commodftj. The inter-* 
who has caused ail the heait-4)uming and dis- 
cukioiJ among bankere.is the bill-broker# -^His operations 
afe constantly under observation^ add the* system which 
permits of tllis middfeman's dermng a'profit from business 
which in* other ccgmtries is in the ha^ of the banker 
has S^n widely critici^d. B&nkers and financiers tacitly 
acquiesce in the presence of the bill-broker on their mvhet?» 
but when under modern conditions he succeeds in attracting 
funds which ought to have c6me their way, they are apt 
to disclaim against their folly in permitting the birth of a 
competitor whosa like does not* exist on the Continental 
money market^. At first sigjit it does seem strange •that 
bankers should have allowed this business to pass out 
of their hands, but we believe that at the outset the profes- 
sion of bill-broking, if we may use such an ugly word, was 
bropght into being by the failure of the old private bankers 
to encourage the discount operations of their clients. 
There was no eagerness to afford cheap credit facilitie?^# 
and unless the customer was of the highest standing, high 
rates were exacted! It has been said t|jat the idea of the 
old private banker was, that if a man had a bill to dis- 
count, he should adopt a sufficiently humble demeanour 
and approach his banker, and the man of pound§^ slullings 
and pence would then be pleased to discount *it. Th^ 
idea that a banker should run about after a man who hacf 
a bill, or, as one of the bankers put it,»that a large body of 
accomplished gentlemen should jrun all over London to 
find a man who had got a bil]«ln osier to compete for the 
honour of discounting it, never entered into their heads in 
that charming, good old-fashioned# timt. Now, it is mani- 
fest that that blissful state of affair^ is altered,*and we find 
the man with Jills of exchange compared with Penelope, 
pestered with many suitors} while the bill-4)rokers are the 
men who run the streets to ferret out the possessor^ of 
drafts. It seems, then, ,that owing to the sins of the 
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banl^ of l^ygoiu| days, fiie commeidal jhea bfigaa to 
kok dsewh^for accommodation, ahd almost impercep*, 
tibly there sprai^iinto eadstooce a number^ of ddalerS, 
who were williiagi to undertake the business at vefy fine 
rata. Noidis&unt transaction was^:onsidered too small, 
no trouble too greaf, and these bill-brokers %ere always 
ready to avail theqfiselva of a slight prpfit, either b/ dis- 
counting the bills themselves, or ^y finding discoi&ters 
iof tbp paper of rapectable merchants and traders. 

It is not, however, wise to lay too much stras on the 
shortcomings of the older « generation of bankers ; due 
regard must be paidrto the nature and complexity of our 
present-day finance. If ^e remember tu what a fine art 
the financing of commercial operations ha^been" reduced, 
the extent to which our joint stock system has grown, 
and the conditions under which the modern bank manager 
in Great BritSin works, we shall better understand the need 
for an individual with specialized skill in the particdar 
branch of finance with which we are dealing. Not the 
^^t important of the operations with which the banker 
is concerned is the acceptance, collection and discounting 
of bills of exchangje, and although the banker exercises a 
careful control over the main part of the business, yet bis 
multitudinous duties neither allow time for personal 
' visits to the dealers kx bills, nor for his attendance on the 
hpen malket ; therefore, the major portion of the discount 
business has found its way into the hands of the bill 
specialists. 

The bills with which tljp bill-broker has to deal emanate' 
from various sources ; /:l:de£Iy they are those which enter 
Great Britain from other countries. At every foreign 
centre there are alY;ays»merchants ready to export their 
wares, and il naturally^Mows tW tlie funds the bankets 
receive abroad by the encashment of the ckafts sent from 
London will be utilized for purchasing bills offered by 
exptnters at t^e foreign dtifs. The exporters obtain 
paym^it for their produce by Rawing on London in the 
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same way a) t£e shippets here draw oir forai^ countnes,^ 
and the |iet jresult of th2 two operation^i^the influx of 
hills iito England for ultim&te drculatfon on the London 
discouxh market, 

f)ocumentary bills^are not fhe only .ones received trom 
abroad. .In any financial centos there will always be a 
certain numblf of people desiring to draV bills for services 
render^ or debts Mue, and others equally desirous of 
settling indebtedness to England; consequently Sany 
clean bills will also be drawn and sent to London for 
collection. 

To the total of the documentary arifl other foreign bills 
seen on our . markets has to be added a large number of 
bills accepted by the finance houses and the London 
branches of foreign and colonial banks under London 
accepting credits, and then we have the priadpal paper 
with which the bill-broker is concerned in his efforts to 
meet, the investment demand, always in evidence, for this 
form of bank security. For discount purposes bills may 
be divided into twc^ great classes—bank paper and trade 
paper. Bank paper comprises all those bills drawn on 
and accepted by the great London bahks and finance 
houses. Tfade or ** white ” paper, includes all bills drawn 
on ordinary merchants and traders, accompanied by docu- 
ments to be delivered on pa 5 nnent or acceptance.*# Clean 
bills are also included in this category, the general criterion 
being that the bills should bear on their face a statement 
that they are drawn against specific *5hipment3. Bills 
without any such statem&ts are^ not undiscountable,* buj 
the market exercises a wide discretion,* will only take them 
on c^ain well-known names, and tends to regard the 
bills as finance papdr oi the pig on pork variety. « 

Bank bills are always discountable at the best rates, 
but the rate for tsade paper is, generally spejdcing, about 
I per cent, higher than that charged for bank bills of 
similar usance. If bank paper is discountable at 3 per 
cent for a three months* biUf the merchant selling trade 
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]}illsVouId tferohaz^ 3} per cent. ; .consequently/ if the 
bill were for £10(^ the banker wc^d pay £IQQ le^ 3| per 
cent, po: annum for three moifths. However, at the time 
of writing^ owing to ^e many adverse circumstance there 
is a difference of about l*per cenl;^ betwe^ the rafts 
charged for discounting buik paper and those exact^ for 
fine trade bills. There is np definijje ratio foMoilger dated 
paper; with four and six months' bills, the question of 
credif enters inter the calculation, and the rates paid will 
depend largely on the probable trend of the market and 
the standing of the persons whose names appear on the bills. 

To return to the bill-bnoker. In order to be in a position 
to make or invite definite offers for any\)f these bills, it is 
Sjecessary for him to visit d&ily the offices*of those dealing 
in such paper. At the London offices of the foreign 
branch banks, for instance, he walks in about eleven o'clock, 
reports on the likely t^end of the discount market, and if 
there is any business doing, he will procure lists from the 
foreign bank which give the class, amount and maturities 
of the bills, and with the’se in his hands the bill-broker 
proceeds to the offices of his other clients, the London 
joint stock bank^, finance houses, and Continental bankers, 
and endeavours to negotiate business. Three months' bills 
are now the most popular class, but discounters used to 
stiphlartb for an assortment of acceptances, that is to say, 
a proportion maturing at three, four and six months' date.*’ 
All London bankers have come to know by experience the 
dates at which calls will be made on their cash balances, 
and ^unless anything * uptowarci happens, they can so 
arrange that payments aft made in accordance with their 
requirements: they simply let their bill portfolios automati- 
cally run* out, and then when theae is a surplus of cash 
again, further investments in bills may be made. 

; Theoretic^y, a bill-broky is supposed to take all good 
bills offered to him, or, what •amounts to the same thing, 
find purchf^rs for them, anft in practice he rarely declines 
to do business for his clients. 
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Just at tfcis pdntiwe ^ see more dftarJjik another reason 
lor t]ie« banker's preferrii^ to work^tju^ugh the inter** 
medial^ of the bill-broker. Owing to hi% intimate know- 
ledge of the parties t# a bill, the broker is able t j guarantee ^ 
tte genuinei^ess of a|J[ acceptances discounted, and although 
his pwni name does not appea# on the bills, yet it is his 
business “to ^ee that ajl acceptances passing through his 
hands bear the endorsement of the bankers disp(^ng of 
them, and that they are otherwise in order. A ihscounter 
will seldom take these bills >githout a bank endorsement, 
and it is the practice of the Bank of England to stipulate 
for the names of two British firm?, one of which must be the 
acceptor'^ on ill paper it discounts. When dealing 
through the bill-broker, too,* it is easy for the banks to 
refuse bills bearing the names of firms which they do not 
like, or of whose bills they consider they ha?^ a sufficient 
amount in portfolio.^ , 

When a purchase has been satisfactorily arranged, the 
holder of the acceptance siijiply transfers his title by^ 
endorsement, and4iands the bills over to the bill-broker 
against payment o^ the agreed price. These bills bearing 
the banker's endorsement are discounted at moderate 
rates, as the buyer has recourse on the banker in the event of 
non-payment at maturity. ^ 

^ The major portion of the bills discounted pn the*Ldndon* 
market are, as wo have seen, those which have been drawn* 
by foreign exporters on and accepted b^ British importers, 
or by the banks who have arranged to accept for them in 
London, and so it is comparati^fely easy to get at tjie 
respective parties to the bills if*anything is wrong, such as 
refusal to pay at maturity, or anytj^ing pf that sort. How- 
ever, the trouble is Aat aSnong each lot of bMls received 
in London from abroad, there are a number of what are 
called “ foreign domiciles.” ‘A foreign domicile bill arises 
• • 

' Fot a full description of practical discounf operations the 
reader is referred to Thg London Money Markett by W. F. Spalding 
(Sir Isaac Pitman & Sons, Ltd.). 
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the foUow&s enflShner. Out abroad there ^ p^ihape 
be a French orltfiip shipper who draws for his 5 M: 9 |duee 
under arrangement with the bank that the bills shall be 
made payable h ’Loudon, On arrival in London the bills 
wiU be sent for acceptance, ""say, to ^aris; they will be 
accepted in that city, but«made payable in Londsn,^d 
will be sent here to 6ie agency of the^banlf which n^otiated 
them abroad. These bills, being the acceptances of 
Continental firms tod others, are not liked on the London 
market, and neither the joir^ stock banks nor the finance 
houses care to carry them in their portfolios in ordinary 
times. In recent months foreign domiciles have become 
undiscountable on the London market, s6* the fo;reign and 
Colonial banks who have received them, 'bre practically 
obliged to retain them until maturity, which naturally 
means a bad^iock up of funds. Prior to the war a certain 
proportion was tal^en in parcels of bills discounted by some 
of the finance houses ; the rest the brokers and disccrmt 
^foms used to take, and in all cases the person disposing of 
them had to pay a higher rate to those discounters who 
were agreeable to have them. The B^ik of England has 
consistently refuseH to receive such paper, and never would 
discount foreign domiciles in any shape or form, not even 
when the bills wer^ endorsed by first-class Continental 
t^bankS 

The determination of the banks to discourage the cir- 
culation of foreign domiciles on the London market led 
dealers to extend 'the ban to bills which are termed 
'*Forwgn Agencies.*’ Under this heading fall all bills 
accepted by the London branches and agencies of Con- 
tinental or other fpreign firms established in London, but* 
having thecgreater part of their assets m foreign centres. 
The assets, presumabfy, cannot be considered available in 
the event of bi|ls being dishonoured ; consequently, there is 
a <naiked tendency to discrimiilate against the paper. 
These iomgja. agency bills a/e discountable to a limited 
extent cmlyi and those selling the paper penalized in the 
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ratts^atfea, wiucn are usuaUy * pcS: cent, to f percent, 
lughjr 4liaii those for which first-clpfl tfngHsh domicile 
bills can be soli * , 

Be/ore we leave this subject of difcowling {here is one^ 
question tq which ,?pecial reference 'ought to be made. 
Wl\pn discussing documentary 4)ills, we Saw that two kinds 
weip.drhwrf^the*one,is called a bill, the other 

a '* D/P ” bill— and in either case, whether the arc 
drawn from London on a foreign port, br from fhe foreign 
centre on London, the D/A b|ll, bearing the clause docu- 
ments on acceptance,” is much more useful to the baxiker ; 
in each discount market the bujrers of bills under discount 
know th^t the parties to the instrument must be c4 fair 
financial standing, and consequently, the banker has no 
difi&culty in getting the bill discounted through the broker 
at a good rate. The D/P bill, which eithew contains the 
clause ** documents on payment,V or has a slip attached 
bearing those words, is obviously not good for discount 
purposes, and the banker is nerahfy compelled to hold it* 
until maturity, orcintil the acceptor retires it under rebate. 
It is not exactly ^ matter of caprice whether the drawee 
pays the^ draft one day after acceptance, or whether he 
lets the bill run its full term ; it all depends on whether 
he can sell the relative goods promptly. If a quick sale 
is made, the acceptor will be only too glad to tefc up the* 

* bill under the usual rebate. * 

The rebate rate is usually j’per cent, above that allowed 
by the joint stock banks for short deposits. 

The position in regard to the documents on acceptance 
bill is rather different. As We have seen, as soon as a 
banker receives a D/A bill he prjsent^ it for acceptance 
to the person or firm upon whom it is drawn;* and imme- 
diately the bill is completed by acceptance the documents 
of title attached^o it are promptly delivered to the acceptor. 
Now, tlw banker to whdm'the bill is returned may or may 
not desire to keep it in hil portfolio unt3 rpsittuity. If 
he i$ 03m of the exchange bankers, the probability is that 
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be may desire •(!(> i&12 it under djlscoiint on the L&ndon 
market. On tlietajsumption that the banker doeg seU 
the bill to the discount market, what is to happen the 
acceptor cjme# alonf later and desires to pay the bill 
before maturity ? On the /ace of it,® the banker is in a 
quandary ; having csold tile bill, he might as well hunt 
for the proverbial needle in, a hay^.ack^as to*try to. trace 
the b^ on the market. What the banker does in such 
circumstances is t6 allow the acceptor to pay the amount 
of the bill, less discount for<^the unexpired time at about 
the mling rate for discounting bills of the class applicable 
to the one the acceptor desires to pay.^' When the rate of, 
disc<fcint to be allowed is arranged, the banker receives 
the cash, and as he cannot produce the bill, he does the 
next best thing, he hands over to the acceptor a letter 
guaranteeingHhat, in consideration of the acceptor's ha\Tng 
retired the bill under discount, the said bill not at the 
time being in the bank's possession, he, the banker, •will 
rhand the acceptor at due daje a cheque for the full amount 
required to meet the acceptance. In effect, as the banker 
has been prepaid for the sum represented by the bill, he 
shoulders the acceptor's liability and guaraiitee^, to meet 
the acceptance at due date. 

In all this bill business the services of the broker are in 
•Constant request, and the fact that he is at the beck and 
'call of nearly every bank in the kingdom is perhaps re- 
sponsible for his bejng dubbed the Jackal attendant upon 
the King of Beasts, the King of ipeasts, according to the 
broker, being the ba^er.»> We have also seen the bill- 
broker described as the dog which ate of the crumbs, while 
in other quarters be is .styled the aristocrat of the money 
market. VIThen we find all thfee epithets levelled at the 
head of the inoffensive broker, we might expect him to be 
exacting a large tribute for his services ;*'but that is not 
thi case. Fo^ his extensive knowledge and responsible 
wtork the bifl-broker receives* but a trifling commission ; 

: why, then, is he prepared to ait as an intermediary in this 
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1)12^696, aof} is it svorth his while ? * Tkt hoswer is a« 
simple oie. •The smalln&s of the broke|!s lommission is 
no crfterion of his profit:* rapidity of tpmover is one 
prominent factor; the^otal amount o^ealhiparcel of hills 
is Mother. ^ A P|r cent, oi- even ^ per cent, added 
by the bsoker to the rate charged for discounting a single 
bill k infiflite8ftnal,*but ji^hen rjckoned dn a large number 
of acceptances the Commission is not inconsiderable. 

Then as to his capital. It ha^ been cynically remarked 
that all the bill-broker's capitsd consists of, is a pair of 
boots and a bill case. He does not need a large initial 
capital, it is true, byt his position is not quite so bad as 
tiiat. There is ncf doubt, however, that every bill-broker 
is indebted to the bankers fof a large proportion of the 
capital used in his business, and as such funds are loaned 
out to him by the bankers very cheaply, we see how it is 
he is able to work at very low rates. The money is lent 
to the bill-broker at ** call "—sometimes merely over-night, 
and it is his practice to find out each morning which 
banks are lenders and which are likely to call in funds ; 
he is then in a position to base his operations on the 
amount of money available in the market. Where the 
broker is able to borrow easily, he offers a low rate of 
interest, but if the banks are not well supplied with cash 
he has to pay more for the accommodation, and in*oasi^ of 
heed he may be forced to resort to the Bank of England, 
who will supply funds by discounting the cream of the bills 
for him. * 

As security for " call loans ,thte bill-broker deposit^ 
with the banks bearer stodfe of* the "floater" 'or 
"terminal" type, such as Exchecjuer Bonds, Treasury 
Bills; or [he may* in, some cases, deposit batches of 
first-class acceptances. • 

In view of theifact that the bill-broker i^ a constant 
nser of surplus funds held by the banks, it is safe to assume 
that he contributes largely tb the profits made by the 
bankers, and, for the rest, these who are inclined to gird 
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gStgainst tbejm^tb the bill-broker in his ftim inil^ oxi 
discount trsnSacfions, have but to make a curifmjsejja^ 
tion of bis ope/ations on the London money maiket to be 
convinced thet intricacies of business are ample 
justification for his presence in theij midst. * * 

At the present .day centralization of interestscis qp less 
apparent in bill-%roking Jhan iq baiSkinift*^ Therp.is an 
increasing tendency to dvert business from the bill- 
1)rofer/^ho works solely .on commission, to the dealer who 
buys bills outright and s^s them on his own account : 
it is the latter class, in fact, that is mainly responsible for 
borrowing ** call ** money from the t>anks. To carry the 
competition still further, companies haVe beeq formed to 
deal exclusively with this discount business, and, to judge 
by the dividends paid, they have found a profitable field 
for their o^perations. Unlike the ordinary brokers, how- 
ever, the discount cqmpanies are not wholly reliant on 
funds borrowed from the banks ; they receive money on 
deposit from outside sources, and as, by offering higher 
rates of interest, they sometimes obtain cash wMch, but 
for their existence, would have gone into the banks* coffers, 
it is they ratherHhan the ** running *' broker, who must be 
looked upon as active competitors in the banking world. 

Treasury 

In conclusion, we may refer to the Government measurd 
for financing the Great War by means of Treasury bills. 
Before the war Treasury bills were issued by tender, 
^ certain specified amount was announced as being for 
sale, and the bills were allotted to those charging the lowest 
rate of discount. This was the practice in vogpe until the 
14th Apfil, 191^, when the British Gdvemment suddenly 
announced in the Lbndon Gazette its intention to issue three, 
six and nine months* Treasury bills until further notice 
<at fixed rates of discount. In the first instance, the ratal 
published by the Treasury ®were ; foit thref months* bills, 
2} per cent. ; six months**^ bills, d| per cent., and mne 
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months* hills, 3>per cent. Sub^uently^ twdyc months* 
hills were announced fo he available at th#ftaine rate as 
for nine ftiorfths' paper. ^Ihe GoveiapuAent, however, 
reserved.to itself the right to vary these fates whenever 
considered advisable se to do^^ without pr#^ioi^ notice 
•to the marketr. As aematter of fact, file " price ** held 
good tintfl^ 9t^ August, 1915, ^hen the discount was 
suddenly put*up tc]^4|<per cent, for all usances. On 
27th October, 1915, rates were again raised to 4f per ggat. 
for three months* paper, 4} per cent, for six montlfe*, and 
5 per cent, for nine and twelve# months* bills. Then, on 
12th November, 1915, the rate was ^again changed to 
5 per cent, for all^cllisses of Tre&ury bills. This 5 per 
cent, level* for ^all maturities was maintained uiAil 
4th March, 1916, when the rate for three months’ bills 
was lowered to 41 per cent., and the rates for six and 
nine months* to 4} per cent. The discount on*lhe twelve 
months’ bills was left unchanged at* 5 per cent. 

The* presence of these Treasury bills on the market must 
necessarily affect the price of all otlier bills sold under 
discount ; the purcBase of the Treasury paper tends to 
absorb the excess supply of floating monjy on the short 
loan fund oi the London money market, and consequently 
helps to keep up the bankers* rates for money at call and 
short notice, which in turn affect the discount rates for 
both trade and bank bills. The reader has onjy to rdfer to 
the various illustratfons we have given throughout this book 
to see how the various influences react thg one on the other. 

Finally, the market finds itself committed to rate^ for 
bank paper from which it is practically impossible to depart 
as long as the Treasury bills are 6n offer at fixed pricSi ; 
by force of the Government comp^vtitioa it is bound to 
work at practically ihh same rates of^ discount •for three 
and six months* bank bills as those charged by the 
treasury for its paper, as obviously no buyer is likely to 
pay a higher price for a bank acceptance Jhan that at 
which he can get a Treasury bill issued on Government 
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too wmsjfwmg took saows me aates ana an« 
of' discounter Treasury Bills were first 
^ Government at fi^^ed rites. 

14th A^iril, 1915— Bills at 3 monks' date 

* . 6 » li 


rations^ tne mtes 
ere^ by ^e Britiah 


^ r ^ » >0 ...i 

8th May; 1915 12 added . , t 

9th Au^, 1915 „ 3, 6, 9 & 12 onontbs’ date» one 

(brate for all usances . o , 4 

27th Oct., 1915 M 3 months’ date o x .4 

fir ,, f »» f • • * 4 

9 & 12 months’ date . , t 

f 12t£:'N{^v., 1915 ^ „ 3, 6, 9 & 12 months’ date, one * 

' rate for all usances . . £ 

24th Mar., 1916 „ 3 months' date , ,4 

6 4 

c 9 4 

M2 , . . . i 

5th June, 1916 „ 3, 6, 9, & 12 moLths’ date, one 

^ rate for all usances ( . £ 

14th July, 1916 „ 3 nl’onths’ date •. . .5 

6 5 

12 „ „ (no 9 m/d bills). 6 

27th Sept.,r4916 „ 3, 6 & 12 months’ date, one rate 

for all usances . . .5 

2nd Jan., 1917 „ 3 ft 6 months’ date . . .5 

27th April, 1917 „ 3ft 6 c4 

c 12 4 

26th May, 1917 „ 3ft6 „ 4 

12 >» • *4 
19th June, 1917 „ 3 ft 6 „ „ only issued . 4 

Srdjuly, 1917 „ 3&6 „ s, ,, .4 

27th Dec., 1917 “ „ 3 ft 6 „ „ „ .4 

14th Feb., 1918 „ 3&6 ? . 3 

3l8t May, 1919, sale of 3 and 6 months' bills suspended. 
Sal^ remmed on ' 

14th July, 1919 — Bills at 2 months’ date . . . . 3 

» 3 . „ . . .3 


f 12ti:.N{^v., 1915 , 
24th Mar., 1916 


5th June, 1916 

c 

14th July, 1916 


27th Sept.,f4916 

2nd Jan., 1917 
27th April, 1917 

26th May, 1917 

19th June, 1917 
Srd July, 1917 
27th Dec., 1917 “ 
14th Feb., 1918 


only issued , 


14th Aug., 1919 
ethOct., 1919 

Vnov., 1919 


2 months' date, sales suspended. 

«3 „ • • • • 

3 t» II • • . . 

3 ifiad 6 months' date 


19 Mar., 1920 — Sale of 6 months' bills suspended. 

14th April, 1920— Sills dt 3 ft 12 months’ ddte issued at . 64% 
29th Apii?, 1920 — Sale of 12 months' bills suspended and 
® minimum of /5, 000 for 3 months 

bills at 6i% fixed. 

11th Mar., 1921— Bills at 3 ft 12 months’ date bills issued at 6% 
8l8t April, 1921 — Sale of 3 months* Vnlla suspended 

“ prsMCtice of offering Treasury 

bills by tender resumed. 
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26th Aptl, fsy— Bate for 12 months bills ret^ced to , &|% 
24t)i Junj 1921 • „ • „ „ ^ t. * . 5}% 

30th JWi 1921 — Sale of 12 mouths* hills suspended^ * 

30th T921<~Bills at 6 months’ tlate . « . • . . 5|% 

7th July, 1921 — Sale of 6 mofiths'^bills suspended. 

security. In such ^btumstantes, thi. mafket ^is thlis, 
TO all intents and purposes, under the direct •control 
of th^GovamjaBnt,«and as long is Jhe %ales of Treasury 
bills ‘continued, ihe fteepl^y of the usual factors is 
restrained. 

It seems a curious termination*to this book to have to 
admit this fact in face of the theories we have expounded, 
but there it is, and 2 ]^ we can da feJ:o recommend the 
rekder to continue to examine fcr himself the varying 
effects of the Bjitish Treasuiy'^ experiment with the 
London discount market : the study should prove an 
intere^ing one, and to enable the reader better to follow, 
the movements in money and discount rates, both J^eftre 
and after the advent of war, we attach three extremely 
useful'*charts, illustrating the course of money and dis- 
count during each of the three yeirs : 1913, 1914, and 1915, 
We also give similar charle for the years . 1918 and |^920. 
The charts were prej^ared by Messrs. Pag^ & Gwyther, 
the well-kn8wn discount brokers, to whom the author is 
’much indebted for permission to reproduce them. 

Three and six months* Treasury bills continued to be 
of ered by the Government at 3J per cent, djpeount until 
31st May, 1919, when sales were suspended. The total 
amount then outstanding was £ 1 ,^^ millions.* Sales 
were resumed on 14th July, 1919, at 3J par cent, 
discount for three months l^jlls^nfl 4 per cent, for^^r 
monthV bills. Treasury Bills at fwo months' date were 
also ofered at 3| per«cent., hut sales«of bills at thg usance 
were Siscontinued on J[4fh August, 19^. By October the 
demand for the Government paper had fallen off ,coh- 
siderably, consequently on 6th October, 1919, it was deemed 
advisable to offer more attractive terms, *so 4he rate for * 
three months* bills wps raised tfi 4} per *cent., that 
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fof six moa^' bills to 5 jw cent,. Th^toftl amount of 
Treasuiy l^jHs outstandiaff orf 4th October, jm was 
068 , 000 . 

' On 6th November, 1919, '^he Directws of the'Bank of 
Englandc decided tb raise fhe offici^rate of discount ftoi^ 
5 per (int. to 6 per cent., and thiC was but a<»relude to 
the raising of the rate of discomt on Tr&fluiy bills once 
more. The next day, as a mattCT of fact, it was announced 
that^ until further notice sales of this class of paper would 
be made on the basis of 5J per cent, discount for both 
three and six months' bills. On these terms the cost of 
the bills worked cui at £9B 12s. 7d. for three months' 
(paper and £97 5s. Ifd, or six months' paper. Sales were 
mkde on this basis i nth 19th March, 192Cf, when the 
issue of six months' bills was discontinued. About a 
month later, on 14th April, with the raising of Bunk of 
England rate to 7 per cent., it became necessary to alter 
the Treasury Bills rate, and an announcement waj made 
that three and tweVe months' date bills only would be 
issued at 6J per cent, discount. On 29th April, 1920, 
the (lale of 12 months' bills was i>uspended and a minimum 
of £5,000 each fixed for the issue of Treasury bills at 
6i per cent, discount. Then, on 11th March, 1921, the 
Chancellor of the Exchequer decided that the time had 
come Wnen a reduction could safely be made in the rate 
of discount , for Treasury Bills, and it was decided to <!x 
the rate at 6 per cent. Tor the three months' paper and 
also to put on saie twelve months' bills at the same rate. 

The total amount qf Treasury bills outstanding on 31st 
'December, 1922, Was'£7?9,ai0,0b0. 

On 11th April, 1921, the Chancellor of the Exchequer 
announced in the House of Compions that the S 3 re^m of 
keeping Treasury Pills “ on tap " at fixed rates vfould be 
suspended so far as three months' bills were concerned 
as from 21st April. The three months' bills have always 
repres^ted' the bulk of ihis class of paper issued by the 
Govemm^t, so aotualiy, after about six years, an attempt 
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is fetm to.pre-war conditions, fixst i4ue^ 

by tender m^es its' appiaranq^ as these lixMS* leaves for 
the press, and the anilbuneement governing the sales 
was in*the following t^pis. 

lENiteRS^ FOR Treasury Bills 
Thi? Loijis ^mpissioners of# his Majesty’s Treasury 
give notice ttiat tejidern will he received at the Chief 
Cashier's Office at the Bank of England on Thujjday,» 
the 21st inst., at one o’clock, for Treasury Bills*to the 
amount of £50,000,000. • 

The Bills will be in amounts of £§,000 or £10,000. They 
will be dated at the option of the tenderer on any date 
from Monday, the 25th inst., t9 »turday, the 30th inst.* 
inclusive, and wilf be payable at tffiiee months after date. 
Th^ Bills will be issued and paid at the Bank of England. 

. Ea^ tender must be for an amount not less th!m £^50,000, 
and must specify the date on which»the Bills required are 
to be tiated, and the net amount per cent, (being an even 
multiple of one penny) which be |iven for the amount 
applied for. Separate tenders must be lodged for^Bills 
of different dates. • 

Tenders ^ust be made through a London banker, 
discount house, or broker. * 

The persons whose tenders are accepted will be informed 
of the same not later than the following day, and parent • 
in full of the amoiftits of the accepted tenders must be 
made to the Bank of England by means of cash or a 
banker’s draft on the Bank of England not later Jhan two 
o'clock (Saturday twelvfi o’clock) «n^ the day on which 
the relative Bills are dated. 

LoANtAND Discount* RaAs. 

On tfie next pagemay ^ seen at aglance the current quota- 
tions and the changes of the Bank Rate, Treasury Bills rates 
and deposit rates over a considerable ^riod, with the* 
dates of such changes. We alqp give a j^eeK's record of 
rates for loans and discounts* on tUb London in|rket. 
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BANK KAIB 

TREASURY 

BiUS— 


|Vnith9*^llls 


ps. fc;.*j%45v 

1 if''. T’ **r ^ 



(From (From (From . (From 

Aprii,iA Mar. ii to April 36, jrwe 30, 
X 9 jp.) ^ 3% igpi.) 1931.) fpay 

B| 6a g 


DEPOSIT JFrw ^'From *‘(From (From. JPTOiS (FroA ^TOip* (Cur. 

>b«c6, Ap. 13. Jan. x5,^oeJy. 


RATES— 


Ap. 28. Jun. 33, Jy. 3f, 


.X9335 13,33.) 
X* 



discontmued 31st April, 1931; 

^ 5 * /® aeth'April, 1921. c Reduced to 5*0/0 84th June, 1 

discontinued 30th June, 1931. d l^scontinued 7th July, 1931V • 

aS rf*Fr.»Enli ^ tl^ months' Treiwiw BUb “on tap“ at the 

of offering bUIs for tender was 
to ^Pi?® “® aaoounced in the Lofuhn GasOte of Friday, 

the follo^^g Fnday, the tenderer choosing the day in the ensuing 
dated, payment beipg made on such day. Sub^ 
iSiL ‘®®oo the of England “ additional »’ 

Friday ^ average rate of the sut^ssful tenders of 

Ti^k. 5 ^ Treasury adopted the policy of offering for tender 

“ Treasury three months' bills. The total 
2 ^^ toUo^^ ^ offered is announced on Fridays and tenders are received 

Jimumy*i^~ foun<f the results of such issues from 30th Detober, 1933, to xpth 

* (ooo’s omitted.) c 


Date. 


llov.*3 
„ zo 
*• X7 
*4 

D^ 1 
*. « 
M XJ 
^ aa 
•»** *9 
7 an. i 
M za 
«. *9 


Tdhders 

Invited. 


£ 

40,000 

40.000 
45<ooo 

45.000 
40, 

50.000 

55.000 

55.000 

50.000 

30.000 

55.000 

30.000 

50.000 

4p*oo<0 


Tenders 

receivedii! 


61,905 
56.903 
57,330 , 
53.583c 

62,245 

63,340 

69,365 

70,593 
67,355 
5a, 725 , 

76,335 f 
^. 995 - 
96 , 57 ^ 


Bonds 

Al- 

lotted.! 


3400 

3.000 

1,630 

a5%| 

4,650 

x,300 

3,#bo 

nil 

nil 

nil 

ntt 

500 

5.000 


XTonos. 

Average Price. 


% ^ 
/95 38- 't'75d. 
'99 48. 6'3od. 
99 4 *. 8-7od. 
99 2s. 4i8od. 
99 4S, 4-6od, 
99 38 * o-46d. 
99 58. o-6od. 


w 


3-73d. 


Bills 

Al- 

lotted. 


£ 

35.000 

35.000 

39.000 


48.700 

50jboo 

50.000 

45.000 

43.000 

50.000 

43.720 

45.000 


Average Rate 
of Di^unt, 


% 

£z 5s. xi*o6d. 

3 3S. a‘94d. 

3 9$. x*03d. 

3 xxs. 3'4zd. 
a 98, 6*556. . 
a 98. 3*79^ 

3 7 »» x*7^ 

3 xxs. x*o^ 
a XTS. o*6ad. 
a xzB. 7‘5ad. 
a 6s. ix*3sd. 
a 28. 7*570. 
a 38. s*68d. 


Rate for 
“Addi- 
tional^' 
Bills. 


% 

a 

a 


n 


that Emit ’Em 

as the Aieai 
4»hlriltriiifaieii]>ni 


Bonds issued will not eaneed * 
itsned will be diivided between 


W lOhJsot te 
bond* in ^ 

IBISXXllUie. 'I '' ' ' 

the Sto^ E4Hdrnd|t|< a aii s tM* e n^ uA 


CSAPTER XXI 

CURRENCY AND INJLATION DURING THE 

- greXt^war 

' Wa^^ it is said, is g<tod for banking, and to judSe by the 
increa^MivitencIs paid in nufterpus ^ses, it does seem 
as if*the war period*has t>een a profitable one for the banks. 
But whether it can be called good for banks to hav^ JlrofiteS 
from an inflation of the currency, to which they have all 
contributed in a greater or lesS degree, is another matter. 
We refer first of all io the enormofis*increase in the issue 
of paper currency. One of the Ibnks, as a matter of fagt, 
frankly admits liiat the face talie of the paper currency 
issued during four years of the was greater than the 
value of the whofe of the gold and silver projfuced in tl^ 
world since the discovery of America . It will 6e intereft ing, 
therefore, to examine the position*of the note circulation 
of the world's greatest banks, imipediately prior to the 
War, and in the autumn of 1^19. * 

The Bank of England just before the War had n^tes in 
circulation amounting to £29,317,000. ki October, 1919, 
she had in circulation £83,705,000, and if we take the 
amount of currency notes circulating in the United King- 
dom, too, £338,436,000, we get a total of £422,M1JX)0, as 
^compared with £23,317,000 in 1914, that is^an increase of 
£392,824,000 in the paper currehcy of the country. Before 
the War, the Bank of France had tn ^dilation notes to 
the amount of £236,476,000 ; in the autumn ol 1919 she 
had, circulating notes* to# the ^^falUe of £1,471,977,000, 
an increase of £1 ,235,501 ,00&. The Imperial Bank of 

Gc|many's pre-waf tcjtal Was £94J545,000 ; the^gures on 
30th* September, 1919, were £1,489,205,000, an increase 
of £1,394,660,000. At about the same date the Bank of 
Italy's total showed an expansion of £347,646,000 in tlje^ 
notes in drculatioji. The tot^ for the^Auftro-Hungarian 
was £1,883,467,000; a:gai!ist £88*740.000 in 1914. 
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Even the United States of America h^d b6en jfble to 
f^ain from ^Sding to her paper cuirency^ t]^e notes 
outstanding in 1914 were of ano equivalent vallie of 
£500,985,000; Ihe total onr^ 1st August, 1919,. was 
£734^457,0Q0— <m^iiwfirease ctf £233,4^2,000. The increaSe 
in the Bdgian note circulation was £123,124,OOCt. is, 
of course, impossijble tq st&te even an sppro^phiatejt^alue 
of the notes at present cifculatidg iir* Russia, the fotal 
riust fc j)rodigious ; but as a matter of interest we may 
say that the pre-war totaf of the State Bank of Russia 
was equivalent to £163,4^1,000, while that on 29th 
September, 1917, ‘£l,836,217,0p0— an increase of 

£1^672,806,000, and yet ttlis does not take into account 
the enormous mass of Fol^evik paper currenfiy issued 
during the last two years 

^ will be^seen from the table we gi\^e below, what is 
true 6f tbc countries we have named, is true of practically 
every European countr;^ : all of them have worked ^the 
printing press very ha^d, and in all cases there has been 
%ua unprecedented increase in the notes in circulation. 

The comparison is between ihm figures in the latest 
returns available «at the end of October, 1919, and those 
in the returns issued immediately before the great European 
War- 


NOTES IN»CIRCULATION OF THE WORLD’S GREAT BANKS, Etc. 


Bank or 
Deomark . . 

Eni^aod . 
Caoeoi^ Notes . 


1919 

. Septso 
, Oct. 15 
, Oct 15® 


Total Ens^d 


AtsMiH-H^ary 
Belghun^^ 
Fltroce 
Germany 
H^d 
Italy 

iriy 

Spain 
Btreden 
Smtniland 
Ui6.*ol AnuH^ 

Total 


. Sept.83 
. Oct 9 
. Oct 16 

; 

. Oct 7 
. Oct XI 
. Oct zt 
. Oct % 
. Ang. ; 

a 

. Sept «9, 


. £ 

85,312*000 

83.705.000 

338.436.000 

t422, 141,000 
j, 88^87, «O0 
*67,778,000 

1471 . 977.000 

1 . 489 . 205.000 
• 84,648,0*0 

414.091.000 
6 102 , 821,000 

24.468.000 

151.676.000 

39.340.000 

36.897.000 

734.437.000 

7,o6S|4i8,ooo 

•17 I, *36, 217, 000 


Return Prior 
Jo War. 

8.693.000 + 

29.317.000 + 
- + 

29,3x7,000 -f 

88.740.000 + 

61.594.000 + 

230478.000 + 

94.545.000 + 
aj|87o,ooo + 

• 66,445,000 + 

3i(,254,000 + 

6.608.000 + 

76.760.000 ' 

11.456.000 
zo, 7x6, 000 

500.985.000 
"T 


■t 

i 


Increase. 

£ 

jt6,6i9,ooo 

51.388.000 

336.436.000 

392.824.000 
1,794,73^000 

Z23,Z24,000 

i,333,3ox,ooo 

1,394*680,000 

58.778.000 
347,6A5)0 

71.567.000 
17,8x0,000 

71.916.000 

26.084.000 
26,x8t,ooo 

333.478.000 


1,333,539,000 f 5,815,909,000 
x68, 41 1,000 +, x,672,8oo;eoo 
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N<\iir*$Anet)iing^might ha^ been 'said {or this mor- 
mons ij^crease in papep proimses to pay ^ad there befin 
anything li(e a correspondiiig increasedn the metal backing 
to the notes. But what jure the facts ? Take England : 
With notes to thj walhe of £29|317,00# jinaicul^ion ill 1914 
sh| heJ4 £40,164,090 goldi In 1919 with £422,141,000 
no2^ cuirejti the gold held aA^jjpted Jo £114,746,000, op 
an*ina:ease of £>1,582,000 in the gold held, against an 
increase of £392,824,000 in the value of the notes jincircula- 
tion. France showed an increafee of £58,617,000 in her gold 
against an increase of £1,235,601,000 in notes. Germany, 
with an increase in^er note cireula^^on of £1,394,660,000, 
had a decrease of £7,381,000 ill the gold she held as ccjm- 
pared with 191^. The fall iif tl^ amount of gold held by 
the Austro-Hungarian Bank was^very great ; there was a 
deoline of £77,878,000 as compared with 19J4 : on 2%‘d 
September, 1919, she only held £10,862,000 *gold*ag4lnst a 
note circulation of £1,883,467,000. Italy's gold holding, 
too, declined by £11,784,000 aj compared with the 
pre-war amount. Russia's *gold holding, taken on th# 
same date as that fo»the notes, 26th Septembq^ 1917, 
revealed an increase of £185,879,000 against an increase in 
the note*circulation of £1,672,806,000. Holland, with an 
increase of only £58,778,000 in her note circulation had 
increased her gold reserve by £39,172,000. Th«r e35)ansion 
* in the gold holding of the Bank of Japan i| worth noting*: 
it increased from £21,872,000 to £75,428,000, while the 
increase in her note circulation was on]y £71,567,1)00. The 
United States had the lion's share of the world's gold, 
the return for October, JOl^, £497,910,0(J0,* an 

increase of £120,456,000, as*compared with 1914. 

S e full table istas shown on puge 234. ^ 

e tale told by^tfie two tables jnay be given in a few 
words. Against an increase of £7,498,715,000 in the notes 
in circulation, there has been an increase^ f only £621,841,000 
in the gold held in other ^rds, almt «ne-tenth only, 
CB £6376,874,000 ^rth of ’tb® pap^ currfency of the , 



284 rc^m EXCHANGE* AND inoSElGN 80^ 


Bakx of 
Dfloamiic 


vGOID HOpjQKi OF THE WOKtDS CSEAT BANSS^^k. Ir^ 

4,X00,000 + 6^16^ 


. S^t 3<P 
. . . Oct zj 

Noto RcMTve f 

fJ ,0 


zo,4z6p>oo 


Total Engli^id 
Aostria-Hungar^ 
Belgium 
Brance 
Gennany 
Holland 
Italy ' 

JaiAn ft 
Norway 


Spain . 

Swedoi 
Switzerland 
U.S. of Amaica 


Sept Z3 
. Oct. a. 
. Oct if 
. Sept^jo 
. Oct n 
. Aug. 31 
. Sept 6 
. Oct.c 7 
. Oct. It 
. Oct II 
. Oct. 7 
. Aug. I 


86 , 246 ^ 

88,5oo»roo 

' V 

114,746,000 
10, 86s, 000 

g , 642, 000 

,993,000 

54 * 829,000 

52 ^ 1,000 

32,216,000 

73,428,000 

8,161,000 

^6,406,000 

1^662,000 

18^32,000 

497,910,000 


40,164,000 -f 4^82,000 

— 4* 88,3to,000 

^ 


40,1^,000 -if 74,582 ;ooo 

a88,740,ooo — ,^»878fOO 

10.414.000 4- aaafooo 

i64,C76,ooO 4 - <■ 58,8j^looo 

62.660.000 ^ 7(8^000 

131509.000 + 39, *72,000 

44,000,000 — • 11,784,000 

21.872.000 + 53,556,000 

2.892.000 + 5,269,000 

21.739.000 4* 74,667,000 

5.878.000 4- 10,784,000 

7.202.000 4- 11,739,000 

377454,000 4" 120,456,000 


Total . . , 1,222,884,000 k6i,8oo,ooo 4- 358,084,000 

Russia . . . Sept 26, '17 1 150,388,000 174,509,000 4- 185,879,000 

principal countries of the ]4ofld is covered by gold. Such 
is the pass to which a littlb more than four years of war/^has 
brought international banking 1 Who will say we have 
progrel^sed much since the days of the worthless French 


assignats ? 

The. effect of this almost overwhelming mass of paper 
dirrency on the foreign excl^anges between the countries 
which have been the principal offenders in launching forth 
the “money" has been disastrous. We have Great 
Britain at the present time,^ surrendering £l to Holland in 
exchange for 10 fl. 97c, against 12£l. 10c. in pre-war da}^ ; 
Spain considers our currency worth no more than 21} 
c pesetas — she wa^ paying over 26 pesetas^for £1 just prior 
to'the War, America takes a heavy toll by offering but 
14 .16c. for the British currency unit which was worth to 
her nationals over |4.86c. jn 1914. France finds herself 
calldd ?ipon to surrender over 36 francs to the potpi 
sterling instead of a little over fe} francs at which she could 
purchase it jp 1914 Italy is paying more than 42} lire.Jp 
the £1 against less than 25} in 1914. Germany finds 
cuffcncy next to worthless in most centres— in London she 
is surrendering 115 quarks for £1, which compares with a 
v^ue of 20.53 ixaxlis in Aueuk. 1914 : and so it eoes oh. 
o » 2^ Octob^ 1919. 
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Thelna’ease.m tbe vdlume of the oOTCftcy in curaH^tion 
in all Ihei^ountrfcs which Ijjive been rec^pfly^at war fias 
resulted in a record tiepi^ciation, afld yet our Universal 
Cuflrdncy Providersjgo oijturning out i^ore paper j^oAisea 
*to pay, apparerfly in blissftfi ignortnce d! the^havoc Ihey 
aie cjfusing. In fhis coiftiection we would call social 
attoutidh iKfthe^table^of forei|n exchange quotations since 
the Arnvstice wa8 signed, anfi also to the graph illustrating 
the variations. 

It used to be considered thht the smaller the volume of 
the currency of a nation, the*more rapid was its circulation 
and the greater the material^ fhe country, 
and recent events certainly do not refute that view. Jhe 
volume* of thtf currency in all the principal countries has 
been raised to a record level, but it would be a brave man 
vAo would say that the action has resulted in increased 
prosperity. We know that it is^ argued in some cfliarters 
tb^t a great deal of the paper currency now in existence 
in Europe and elsewhere is.not raally uncovered, because 
it has a backing of Governnftnt securities. The argumeflt 
is fallacious. GQverAnent or any other bonds we not a 
proper basis for a note circulation ; Got ernment bonds are 
representative of Government debt, aqd a note circulation 
based on them is a circulation based on debt, not on value ; 
and those who say that the securities represent proger 
cover for notes t*ike precisely the same attitude as the man 
who has an overdrawn curreilt account and sex\^ a cheque 
on that account to cover it I Nedd we say more ? 

Concomitant with the trexqendous expansion in the 
world's note circulation Ras4)|& & great advance*m*bank 
deposits. There is nothing surprisin| in this ; it is all part 
and parcel of tlfs inflation of ttie currency.;# An increase 
in (^posits is almost as essential to inflation as an inoease 
in t^ notes in circulation, the one being the co-partner d 
the other. The bank deposits subje<{t to cheque obvioii^y 
add to the cuwency sup^ of the^cdfl ; but although 
they inaease it8*volumd, we\nust not oy^look the fa«t 
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that certainn apportion of the depots H^naiifs itf the 
bahfis for long-j^iods untoucljed, ey^h that proportion 
is utilized to prop the vast superstructure of cfedit 
ivhicti is coincident with the pr^nt world inflation? < 

In I6l4 thp deposits of the i^een naiioilal bai^ named^ 
in the preceding tables amounted ^to approximately 
£5,400,000,000; ip ’ 191^9 the approxin^te total ,4vas 
£15,000,000,000, an increase o^ £9,666,000,000. 

fi maj'lje of interest to add that the deposits of twenty- 
two of the principal banks in the United Kingdom on 
‘^SOth June, 1919, amounted to £1,917,868,736, against 
.£874,891,969 in 1914, an increase of £1,042,976,767. 

F^;om the consideration ot the various figures we have 
given it is plain that the bubole of inflation has reached 
its present great size through {a) an enormously increased 
notp circulation, and (6) a phenomenal expansion in bankirig 
deposit^!, and while the total effect may not entirely have 
caused the unprecedented rise in the cost of living, ypt 
surely no one will contend that such an amount of addi- 
tional currency can be forced into circulation without its 
having 3^ very great influence on the leve^ of prices of all 
t^things, whether they be actually necessaries or nqt ? 

The tables on the next page tell their own story ; they 
reveal in a striking manner the adverse effects arising from 
^this continual watering of the currency, and also serve to 
illustrate the correctness of the much discussed Quantity 
Theory of Money. 

The variations in thf^ value of the Shangnai tael indicate 
the close connection between silver and the China 
exchaiig^s. 

This chapter was first written in the autumn of 1919 ; 
since then ip^y rat&s of exchange have surpassed al^ 
pre^dous records, and as^ a matter of general interest^^e 
glare a complete table of foreign exchanges, showing the 
ave^ige rates of exchange between London and thirty-seven 
foreign centres for tkp years 1^22 and 19?J. The. weekly 
a^aerage tzies, Ijjghest and lowest; aie alio given for the 
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•ym this fist pvt& in addfiran & fiifilsfcantj 

Invest dail]^ i/tef reconied in 1^2^ as fell & tte dosiog 
rat£» on the laSt buginess dajr of 1^1 and lS62,*it»vill 
be a|efal for comparative poiposes. ^ ' 

* /n*** teUe waij^ ^Pijred threngi the Curtesy of the Stocl^ 
Exchtxnm Ga^^e to iUustrate an article mitten ibt th4t paper bv 

the anthori who i« mdebted to thA orOTYnutor t/w no«<rM«dinM«> 

publish it. 



eHAPtE» XXft 

THE SftUtDINAVlAN EXCHANGES 

m 

Thb Sccharige quotatidns between the three bcandinavian 
centres ahd London are always puzzling to people^ tlfte 
side, and during the war they have b^ome very much 
more difficult to understand. • The reasons for the move- 
ments for and against London xe fairly well understood, 
but why there should be widfe dirferences between the 
quotations from each centre for drawings on and rnnSt- 
tances from London, when the nominal value, expressed 
in ierms of so ihany kroner and ore to £1 in each case 
(say 18 kroner, 16 ore = £1), is not at ^ cle^. •As* a 
matter of fact, the problem is rather incomprehensible to 
sonfe of the Scandinavians themselves, so perhaps the 
result of investigations ma<fg by*the writer will thro^ 
some light on the mattgr. • 

Par of exchangS between Norway, Sweden, Denmark, 
and England is Kroner 18.15982 = The unit of value 
is the krone (or orown), and 1 kilogramme of fine gold is 
coined into 2,480 kroner, 900 fine. The Mint par between 
these countries and England is found by Chain TRule m 
the usual manner* and the calculation is—* 


? Kroner * 

If *=» 7*98805 grammes ^ndard gold 

Stwdard Gold, 12 gragimes » i l>^ammes fing 
Gold, 1,000 grammes * sse^^O^crowns 

7-98805 X 11 t 2180 

12x^000 -18159 

• 

filjhange quotations on llth January, 192 ^ 


Chnstiania . 
Stot^d^lm 
"Copenhagen • , 


Kroner. 
24.88 c 
1130 > 
2?.85 « 
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FfiT a correct vmSerstmSng of ibe worhing <rf hsghange 
k4s nece|sq^to refer to Scaiidipavi%1s pA-iw metAods 
of regulating^exchinge ; tSewboJe business foAitd the 
sujjject of. agreements made obetween Norway, gyeden 
and oDenmark^ ih 1^73-75^ As the result of lengthy 
pourparlers during those yegrs, the^ nationaf tginks of 
Norway, Sweden and Denmark entered ijj^to g mutual 
agreement under^ which ea<^ bank could drSw upbm the 
other Ipr its exchange requirements in Scandindvia. The 
method ®upon which they worked was known as the 
“ Giro ” system, and the arrangements permitted of each 
bank's drawing bills or cselling exchange upon either of 
the others. For this purpose each of these banks of issue 
(ihe^ank of Sweden, the Baik of Denmark and the Bank of 
Norway) opened curren|. accounts through which the inter- 
bank drawings could be' passed. The banks were allowed 
t6 draw ^ on each other whether they had the requisite 
funds to their credit in the other countries or not. Drafts 
were not to be for smaller amounts than 10,000 kroner 
^|Lnd need not necessarily be^ drawn on the central institu- 
tions— they could also be drawn ^n the branches of the 
three ^andinayian National Banks Situated in placee 
other than the capitals of the three countries. 

No interest was charged or allowed on these curren' 
accounts ^nd no commission was charged or allowec 
en the" inter-bank drawings, but any of the banks wa 
liable to make* a settlement of its account with the othe: 
country on demand, apd in the absence Of special arrange 
ment, payment fof indebtedness had to be made in 1 
an4, 20 kroner gold pipce§. ^ , c, 

]^c!i bank was also entivled to sell at par cheques dfkw 
on its account with, either of the othej banks, ahd eac 
bank accepf^ed at par the ba,nk note§ of the others. . 

In brief, the actual purpose and efiect of the agr&mer 
was the maintenance of exchange between the Scandinavia 
tountries at p^jr. 

Now, in making' this q|T^g^ment, Hhe three cotmtri 
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.conc^ed*ob\^udX assun»d'that tHeir^ti?^ bailees 
would ggnCTjfiy be»abomt eqi^, since otb&wisi it 
at an^ time be difficult f<ir one of tiie National Banks 
to olitain sufficient cover ^or its debit balances due#in 
tile country denaanefing payment oftdrawings^ Thrft, as 

* it turned out during^ the war, was the weak point in the 
system. •E^fly in 1916, for eitanjple, there was a good 
deaf of C 9 ntrover^ o\^r thcjiposition between Denmark 
and the other two countries, Sweden and Norway^ Ded- 
mark, it was said, had bought back morelEoreign securities 
than either Sweden or Nor way* j and in some quarters, the 
National Bank of JDenmark was* c^Jiarged with having 
kept its exchange rates for forei|n currency so high that^^t 
paid the*Danish exchange defiers to purchase the remit- 
tances they required— marks, sibling, dollars, etc.— in 
Nofway and Sweden. This, it was urged, resulted in^a 
large demand for Norwegian and Swedish RroneTi afid m 
consequence the Danish currency in Sweden declined about 
1 per cent. The position, however^ was not as serious as 
might be imagined for the Danish financiers and others^a 
since as long as tjie S«andin4vian Mint Union rejpained 
unaltered, Danish debtors to Sweden could avoid the 
premium by sending bank notes over the Sound. As a 
matter of fact, this was precisely the course they adopted, 
with the result that Danish bank notes in Sweden soon 

* became so abundant that an official discount, first <5f 
i per cent., then of 1 per cent., •took place. 

Other reasons* were assigned for ^ the trouljle. One 
Professor was of opinion that the National Bank of 
Deipark had conducted its a{^Vs4>adly, and he jointed 
out thqt the Bank’s montlfly returns indicated that its 
cradit balances witl^ fdreign castoiflers ha^ increased 
enoibjpusly, consequently the Band’s purchases of foreign 
stocks could not have diminished in any considerable, 
degree the Dani^ foreign balances. . To this statement 
a self-styled " pniptical " majj replied ^Uial* the Professor 
had forgotten to«take into isDcount the ^mmitment^ 

. W— {X5*5) 




of fte privitc^ l^olc9f iji • **^i9e^ Ml tJi 
dmerence# « * 

The position as it stands'iik mistkk ^ lie Vee- 
mMit of 1873-75 between Sweden, Denmark and Nvway 
in r4ard to cirreiwy and Exchange* art^ngefljents is rfo 
longer eH^ive, During the War,cestrictions#OT the 
Import and expoif of g^ld^ve been ii»fora^io»alj»three 
countries ; their mints, sinceiMarch! 1916, have been c^sed 
f6r th^^ee coinage of gold ; the central banks have been 
released from th&r responsibility to pay their notes in gold, 
and also from receiving gold in bars and foreign coins at 
the fixed value assigned to them. •The interchange of 
ct|eques or demand drafts under the agreement has also 
beerfdiscontinued. * 

According to the fbove-mentioned agreement* the 
S^ld coins of each of the countries is legal tender in any 
if th6 others, hnd this rule still holds good, but as all three 
countries have prohibited the export of gold, and ri^dly 
enforce the prohibition, this interchange of the cuzrency 
is practically suspended. * 

One«efiect of the restrictfon of private imports of gold 
deserves to be noted carefully : it precluded the increase 
of currency, and it resdly gave each country’s bank of issue 
the power effectively to regulate the currency of the 
country. s\s a matter of fact , Sweden held more aloof firom 
]{!brchasing gold than either Norway or, Denmark, but as 
both Norwegian and Danish gold coins had all along been 
legal tender in Sweden, the action of the Bank of Sweden 
was rendered inefiective by the importation of Scandinavw 
gdd ooitts from Den{nar|ciand Norway. ConsequeijUy, 
in 1917, at the suggestion df the Bank of Swe4en, tl^ 
three coun^es entked Into a fnutpal «agreeinent hot do 
pmnit the dxport of S 9 andinavian gold coins. ^ ^ 
r The **Giro** system between Ncxway, Sweden and 
p^mmerk, therefore^ consists only in the exchange ol notes, 
as the imrmatineaps for reining the /exchange between 

Hhas not been 




pnStly refer, has led t»aa#gi<J^ietwea S 

Ctarijtfcnia and Cop^a^, which* pari^fam, is re^i^ 
in the excfagtige lates for sterllhg in tte>re^^hfe conntries. 

There are other Reasons,* however, v^ch account to 
Swedi^l3li|^%nc}f bein^ so rniibh Jiig^e]^ in value as com- 
part with sterlii{^ than theicurrency d either Denmark 
or Norway, "^t first it was thought that the tracfeftalance 
was the principal reason, but dn enquiry the writer found 
that Norway was importing fir more from Denmark than 
she was exporting# to that Q|(mtry, in spite of which, 
exchange is constantly below par in Norway. ^ 

Apart* from ithe different policies governing exchange 
transactions in the three countries, the bottom of the 
mAter appears to be speculation in foreign exchax^e, 
especially in sterling and American dollar ^exchange. 
Thupughout the war, and since, the general policy of Sweden 
was not to hold large foreign exchange balances ; her 
market was generally well •supplied with sterling and 
dollar exchange, ^nd*this naturally kept the eichange 
rate for the Swedish krona high—with plenty of exchange 
on London and New York available, people in Sweden 
were not willing to pay too many kronor and ore for it. 
In Norway and Denmark the market was ndt qearly so 
wett supplied, coasequently there was conjpetition to the* 
available exchange on, say, Ibndon, and more jponer and 
ore were surrendered for each pound sterling purchased. 
The banks cannot be blamed fpr this state of atoirs ; in 
Noiway the shipown^ ahd eppoxters, as far as ]K>sSible, 
kept their sterling and dollar exchange in the hope of 
a better mte«for*it ; it hhs blen the ^pme in Den- 
v^e people who held large balances of sterling, etc., 
preferred to keep them in the eiq>ectation of obtaining a 

^ An agio it the diUerence between the leal and nominal viriiia 
of aEKMMt; or be twee n metallic^ papet«aoiAy. The word la 
iiaed to deacribe the yariaUoos frxAi UxM pail or latmoledcdiaii^^ 
ikiiaiio looialy mel to deachbe a^msoonnt on oultfmfie. • 
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higher price, •instead of placing them at ^e of < 

the markel Ns ms done in the case of ^eden^ , 

As far as Denmaik was concerned, too, she is known to 
hawe purchased very large ^iiantities of merchandise 
intended foj re-txpoiato Gertnany or the'Baltic^ province, 
and this fdrther influenced exAange. 

One other factoi;whic|) hdl had some beiiringpn Sweden's 
position remains to be noted : it tas Been the .policy of 
tlie Baft)^ of Sweden to maintain a higher discount rate 
than either Norway or Deiftnark. 

With these facts before tMfe reader it is hoped there will 
be little difficulty in hjs apjjreciating th« various differences 
ii^^the exchange quotations of the three countries for 
sterlihg ; actually, the rate lor sterling in Norway,* Sweden 
and Denmark corresponds with the difference between 
thj values of the Swedish, Norwegian and Danish krofler 
in th€ Scandifiavian countries themselves ; for instance, 
at one time in 1919 in Copenhagen the prices for sjght 
bills on Stockholm an(J Christiania per 100 kroner were 
IflO kroner and 105 kroner rerpectively, and the quotations 
in eaclvcountry for sight bills on Londoq (sterling) showed 
exactly similar differences. This is the principal point to 
remember, and as long as the three countries maintain the 
present regulations, there are bound to be wide differences 
between the rates of exchange of the three countries. 



CHAPXER XXIII 

ON THE ISMAIW OF CYPRUS 

There iis not a graat deal* to be said about fhe money 
and «chantj#of ^rus, but itiis jjist as^well that students 
of foreign exchange shbuld informed on the position. 

The money is not difficult to understand. Th^ are In 
circulation Government currency notes in denominations 
of £10, £5, £1, 10s. and 5s., alPfuU legal tender. Although 
there are three bagiks, besid^* tie. Government savings 

bank, there are no bank notes. 

# •• 

British gold. sovereigns are full legal tdnder, and the 
exchange value of one sovereign is^taken to be 180 piastres. 

The silver coins in circulation are : 18 piastres. 9 piastres, 
4i piastres and 3 piastres. Silver is legaf tender Tip to 
540 piastres £3). Copper coins are legal tender up to 
27 piastres (= 3s.). ^ , 

The piastre, or c.p. (copper piastre) as it is popularly 
called to distinguisli (t froid the Turkish silver giiastre, 
is equivalent to 40 paras, and since 180 c.p. arc equal to 
£1 sterling, 9 c.p. = Is., 41 c.p. = 6d., and 30 paras « Id. 
The calculation by chain rule is — 

? Paras =» Id. 

If 240d. - 180 piastres 

•„ 1 piastre — 40 paras 

40 X 180 

• 30 pyas 

240 

Pence do not appeai*in Oov^mtnant, banking or caicbangc 
accouijts : all accounts arcf Idipt in pounds, shillings and 
(^per piastres, fcc. £ s, c.p, 

Bfchange is quoted at a premiym or a di^ount, much 
in the same way as Australia and South Africa quotes it| 
exchange. The average exchange for bills drawn Cyjyus 
on London is apjHoximatelJ i per (^tTibove par, but 
variations, of course, are frequent, and thd demand fur 
24S 
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and CQppiy bsu are the inqxirtai^ facfton %ov«ti^ 
enOange., Sometimes the rate i» qaated Vs m cent, 
bdow par, anS at ether tin& jjt nguves to l}^ pei*ceitt. 
abqfre par. At the end of 1919, (for examine, tlw exalwiige 
ffir blls on^Ixn^ .'yas called 1lf-2|*per/eiit.^ above p* 
for sellers and } per cent, above par foi«buyers. 



CHXFJER XXrV* ' 

rf}ST-WA]t |ATB% OF*EXCHAN«S. TB^ XDpmONS T9 THt 

* FOREIGH EXCHANGE UST. • THE ** DOUBLE-BAIREIXED ** 
QUOTATr<fNS;|,* n«ED AND NDVABLE EXCHANGE. THE 
ABlf RICAN METHOD OF* QUOTJNG. THE *SOUTH AMERICAN 
EXCHANGES. THE CONTINENTAL LISTS. SOUTH AFRICAN 

AND AUSTRALIAN EXCHANGE RATES * 

• 

The foreign exchange quotation| in Chapter V, as we have 
stated, were those Ailing before the War, and in deference 
to the wishes of many students and bankers, they Iimpd 
been retained is in the original first edition of this 1>ook. 
A ^tudy of them will have made ^he reader familiar with 
the various methods of calculation. Unf<^unatel^, |he 
disordered national finances of Europe, the ahnostf wholesale 
departure from the fundamental laws of the gold standard, 
and the universal resort to the •printing press for the 
supply of the medium of exctange, have given an entire!^ 
different aspect to the list of exchange quotations as we 
knew them in the first half of the year* 1914. The wide 
variations in the intrinsic values of the various currencies, 
caused by the complete disregard of the scientific principles 

* of monetary circulation, has resulted in a cimiplete dis- > 
organization of eifchange rates. The ancient bonds between ^ 
the different monetary units have disappeared, and the 
relation between their values which,^ formerly, we were 
accustomed to regard^ definite and practically invariable, 
ha^ now been substituted JiJ(fsomething quite different.^ 
The rdktive values change from ^y t^ day, or rather from 
hoqr to hour. In f^t, those who are respoiyAbie for the 
worit*s commerce* have now to rtckon with a number of 
paper units of exchange, each independent of the other, and 

„ * €t Mmmy Excjtmgt p. 187 ; Giiittv 
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each, continually cEanging^ite value, >hite th«r mutual 
euthange ^aies{ not only have no Sm'iomdntion^ but are ' 
entirely unsaMsfactjiy. 

piat such an exceptional change in familiar ccmditions 
has lesulted in^efttcfptionalrf:onfusioll aijong the general 
public is ehly natural. Practical exj^rience iiasj[}een of 
little real utility in recent ]|ears, and tha^e# along ^hich 
the analysis of exchange rat^ were*pre\tously carrie'd but, 
hive b^n found to be almost entirely unsuited to the new 
conditioM with which we are faced to-day. People hoped 
that these conditions were but transitory ; they naturally 
endeavoured as long as possible to adl\ere to the view that 
it was merely a question of temporary disturbance, and that 
eifchange rates must inevilably revert ip their former 
levels as soon as the disturbing factors had disappeared. ^ 
Unhappily, this hope has not been realized, and with the 
rndne^ary systems of Europe in a state of chaos, it is not 
too much to state that* trade with many foreign centres 
tends to become more and more of a gamble ; both 
importers and exported are" weltering in the prevailing 
chaos in an endeavour to keep thg wheels of commerce 
revolving. 

The present position is that with the unprecedented 
fluctuations in exchange, trade has become invested with 
a speculative element which necessarily curtails operations ; 
if* to thfe ordinary chances and changes of markets the 
*ever-present risk of exchange be added, business operations 
become converted into gambling tran^ctions, wherein 
neither expert opinidn can guide, nor caution protect the 
traders. 

As we have stated in a previous chapter, it is the over- 
whelming mass of pr.per« money ^vhich i$ at the root 
the ]»esent bvil, and not until this paper is puiged from 
the currencies of Europe, can anything like stability be 
^ven to trade and finanM. Russia, Austria, Germany, all 

* Cf. Montv ani FMifn Exckmjigt afttr 19U, p. 137 ; Gustav 
Cfmii. 
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,, of this papewnwney^enace. Tat^the 

martev^ 4'Wed to tte n^e circulation, ai^ tEe total at 
STenil of December.* \9ti. as shown by tltfi Impenal 
Bank of Germany’sntatelhe^t. was^l,2B0 milliards. A* 
the end 01 ^ 921 ? h^ note <irciilation amount^ to about 
n3i mSUardj of ^arks, so th|t in one year there was a 
growth in the ou< 4 )ut af paper ndtes ecfhal to more than 
1,000 per cent. The probleiis, as the President^ of the 
Institute of Bankers pointed ojat recently, are rfcvel and 
perplexing. “ Who would ha^ ventured to predict a year 
ago^ he said, " that the Gemjan exchange, which was 
then 750 marks to the pound^ould be 38,000 marks to 
the pound on 13th December, 1922. WTio would ^lafe 
supposed that wth a dislocation of values of such violence 
represented by a*ratio of 50 to 1 ih the course of a twelve- 
month, it would have been possible, not onjy to^ cayy ^n 
in some measure the economic and industrial life of the 
couhtry, but even to permit of the importation of raw 
material, some of which waS*^ purchased in England, in^ 
Germany, and the subjequeni export of the manufactured 
article at competitive rates.”' , 

Still, in this book, we have to take things as they are, 
and with this brief foreword we may now proceed to 
examine the exchange quotations as givjn by the 
* newspapers at the close of the year 1922. • • ^ 

As regards the^foreign exch^ge table jniblished by the 
Press, there has •been a little chaqge in presenrting rates. 
Owing to the hour to hour fluctuation! it is now customary 
to give telegraphic nxtes gi extji^jige in most ca^^ the 
onlj exceptions being found the rates from the South 
Ameri&n centres^ some^f whicli stiU appear ^ 90 days 
sight rates. Thei^ afe, however, several newfadditions to 
the fist, due to the alteration in flie map of Europe that 
has taken place since the signing of the Treaty of Versailles. 

t Speech by Sir Charles Addis. )c.C.M.G..V lAitete of Bwikert. 
tatb jSwseniber, • 
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IJij ** dbuble^ba^^bd "quotations to ^ch ml ip|len«d 
^diapter ^ are still given, Ind, gen^^y^pealdug, these* 
represent^t^ limi^thosB for buyers and leUlcst The 
first quotation gives the pric^ofiered by the buyg^ and 
the qther gives the sellers' pribe : one expresses demand 
for, and tjil otfer tte supply pf exch^e! It Vil^be plain ' 
that the first rate in eac^ case, repr^|entjpg (he lower 
quotation, mean^ that* the buyer cwill^atunJly ofier as 
low a ijrice as possible, whil^ the seller tries to dbtain the 
higher pfiice. For instancy, if a holder of French money 
wants to buy sterling in ejpchange, theoretically, he will 
offer 63 f. 90 c. for £l,«hpt if a holder of sterling wants 
to purchase francs M exchange, he strive to get the 
hlgh^ price, i.e. he will waift the greater number of francs 
and centimes for each pound sterling he parts with. Of 
coarse, there is no rule^ without an exception. We have 
it cn t|he case pf the pence rates, for it will be the reverse 
way about where rates are quoted in sterling. The buyer 
of, say, Portuguese escudos, will want to give as few pdhee 

e possible, while the beller will want as many pence as 
can get for each escudo. One other warning to the 
student is necessary. If a man is in a foreign country, 
say, Portugal, and is a buyer of sterling, obviously, the 
more pence he can get per escudo the better will ^ the 
rate for hiip, if he is a seller of sterling, the fewer pence 
h| surrenders for each escudo he receives, the more favour- 
’^aUe will be the exchange ^or him. Oh the other hand, 
'with countries like France, for example, he is a buyer of 
sterling, the fewer fiancs and centimes he surrenders per 
£ 1 , ijwi^better will be the rate ; if hr is a seller of sterling, 
then the more francs and c?nMmes he can get, the more 
favourable will be the ra^ for hup. 

Howeverr jvhether it be a case of buy|^ or seller, where 
we get these so-called " double-barrelled " rates, in 
ft is probable that neither of the parties to a transactioii 
wih get exactly the rates indicated. The real tradhig 
quotation is jomeWbeie betilrera the ttvo. Apart ktm 
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Odds 

‘Ctaaito 


Dalian and cents to*S[x 

I 4 *ai 6 i 

• 

CSlMBli 

’ 4 ^ 63 H 4 i» 

* ,*• , 

• • 

Mofttml . 

Ctb.tbiM. 

, 4 l 9 -^, 

do. do. 

II 


Chaqoe 

4 < 9 |-?o» 

do. do. 


Puto^ V * • 

iJlegniim 

1 

• a 



T^ttsfe^ 

t' 43-35 ^ 

Prancs and oentliiKt to £i 

33*313 

BraMeU . . 

m 

69‘i5-«a 

do. do. 

1 * • 

Autodam « 

ft 

ixTo-yi 

Florins and (jpxta to £i • 

I 3 -X 07 

Gbrittianli 

» 

* 4 ’ 4 o -63 

Kroner and ore to £x 

x 8 *X 39 


H 

i 7 'ia~X 3 • 

KxQoor and ore to £i 


CopadugBO 

n 

32*48-50 

HAiaet and ore to £i 


HeUaCfon 


X83-X87 

1 Finnisf markkas to £x 

33*33x5 

Swltetlaod 

„ 

34*43-48 9 

Francs and centimes to £i 

„„ 

Italy , • . 

• 

9 X*ta -37 

Lire and centesimi to £1 

• 

GrMce 

•• 

393-403 

Drachmae to £x 

„ 

M«^d . 


* 9 * 49 - 3 * 

Ptietas and oentimos to £x 


UibOD 

M 

ifd.'-aid. 

Pence to x escudo 

3 a‘ 38 |d. 

BocUb 


33.500-34.000 

Marks to £x • , 

fc *489 

Vieont 


3x3,000-330,000 

Ki«nento£x 

34*03 

Bwk^t , 

„ 

10,330-1 1,330 

do. 

.. 

Pngao 


149-151 • 

1 . do. 1 

.. 

Waiuw . 

„ 

80,000-86, 0(^ 

1 Polish marks to £x 

• 0*43 • 

Boohamt 

„ 

^^90-8x0 I 

Lei to £x 

35 * 33 X 5 

Coatanttaople . 

« 

780-830 

Piastres to £i ! 

• 35*33x3 

Sodt . . 

„ 

630-680 

Levas to £x* j 

35*1315 

Bdpnda . 

„ 

430-440 

Dioars to £x 

33*33X3 

Afaxudria . 

n 

9 ^•/• 1 

Piastres to £i 

9 ;i 

Madoo . .i 

f« 

34-36 

Pence to lx ] 

34 'SW* 

BonoBAtni . 


44 F 44 i 

Pence to X peso * ^ 

4763d. 

Rkxkjanefao . 

90 dap 

6id. i 

1 Pence to x milreis 

x8d, • 

UOBtFVldM 

T.T. 

44 i- 44 l •» 

1 Pence to x pelb j 

3xd. 

Vilptiaiao 

^ yodafi 

35 *ao 

1 Pesos and centavos toe£i t 

* 3*33 

Itau . 


10% pm. 

Eni^yt|o Peruvian £t ! 

Par 

Bonbiy . 

T.T. 

la. 4 A<I- 

ShOUngs and pence togne v 

# 

OdMita > 

0 

• # . 

»• 4 **^ 


to^. to 
»x fold tot. 

mOrn • . 

IP 

do. do. ' 

SUverstd. 
DO par a< 

A. wWk 
gold 

. 

IP • 

3 p 3 |d. 

IhllBnp nd peaoe to one ^ 

w • 

• 

3 »- 

dollar p* 1, 

ShUlings and pence to OM 1 ; 

ShiUlnp and pence to one | 

ihililH** 


4 l^ 


ft 

n 

• 

M. ifA 

33 . IH* 

foliar ! 

SttUap nd pence to one ! 

ShS^i^ptMetoaDe | 

31 . 4 d. « 

« 4 ^t 

44 ‘«Md* 


• 

* 
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tlie^p schedi^d rates, as a,ru]e,«repi«ent those* 
(^en for apaM amounts, there ate other rates, bown to 
some dea^ersilis “ aftual " of "jwbqlesale " rates, and these 
rule between bankers and brtkers in large transactions. 
Likeithe ** ret^«'* j[jJOtatio»s,*howe^er, ^he ^tes for the 
large operations are a mattertfor individual negotiation or 
bargaining, owing to the f%^,quent fluctnatioas ofiexghange 
during any parti?ular Say. ^ 

• The ^reader will observe from the table of quota- 
tions tftat, with the ejcception of New York and 
Montreal, cheque rates aie not now given. Further, 
the Berlin eight dajyrs* sight rate h^s disappeared from 
the list. The Portuguese rate (Lisbon) is in pence per 
dSbudo, not milreis, and Vllparaiso now, quotes Tin pesos 
and centavos to £1 instead of in pence to one peso as 
formerly. 

^n/he^lighi of these explanations the table shown on 
page 251 of post-war rrftes will be self-explanatory. It is 
a record of rates appearing on 30th December, 1922. 

^ It should be noted fn regard to the Buenos Aires rate 
that, although exchange is nominaMy (quoted in gold, yet 
payments are mfide in the Argentine in paper currency 
at its legal value. The legal value of the paper peso (or 
dollar) is 44 cents gold, equivalent to 20-953d. The par 
rate of exchange for the gold peso is 47’62d. The intrinsic 
>W)rth of the Argentine gold dollar is United States ^-9649, 

* or 47*619 pence sterling. The Argentine currency in normal 
times confists of gold and paper dollars, *and,*prior to the 
war, the Cpnversioit Office used to deliver gold against 
paper, *and vice versa, tbv.l pnvthe«outbreak of war,^the 
delivery of gold against pap^r^was, and still is, suspended, 
and at the^time of writing these lines gold is unobtainable 
at thd Con^rsion Office. 

The rates from Latin America are now receiving "more 
attention on the London Market, and as being a guide to 
Bie rates and die^jpethod of quoting, we give a Ust of 
^change quotations as rec«\%d by cablelrom the brandies 
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«f tlielCommeqtal Bank of Spanish Aineric}, Ltd., luid 
by,th%t instiftitioh on sjth December, IMB. ** 

* CENTRAL AHItkUCA* EXCHANGE ^AIE^ » 




^ * Country. ^ 

Market 

Drxfn 

00. 

• • 0 

t^arity. §• 

^ a 

* # 

Latest Quomlon. « 

' RaA. 

• 

Date. 

WhaMk— ^ 
Bait|n^Mih 

i&aioa^ 

10^.00 pesos ii £m t 

* 03-77 .. , .. Iioo {U.S.) 

97-00 

lo-ts-aa 

do, , 

NewYoA 

105 -00 

„ 

Bogota 

London 

100.00 „ „ £ao 

97*50 

^o-fa- 3 S* 

do, 

New York 

rox .77 1 . .. 1100(^8.) , 

104-13 • 


MedeUin 

London 

100.00 „ ,! £ao 

97-00 

3 i-ta-as 

do. 

New York 

ioa.77 „ •„ |ioo(U.S.) 

104-00 


Bouidot"- 

Guayaquil 

London 

10.00 sucres tS £i • 

ti7*io 

aj-ia-sa 

do. 

New York 

a.o6 „ g„ It (U.S.) 

t3*W 

M gS 

Chutoaiit— 

• 



« 

Guatemala City 

London 

90.33 pesos to li 1 

371-00 j 

35 'I 3 - 3 S 

• do. 

NewW>rk 

j 

• „ „ •f(U.S.) j 

58-30 ; 

j 


Managua | 

London ! 

4.6663 cordobas to £t 

• 4-80, 1 

Xj% 3 - 3 I ■ 

do, * 

uu, j 

New York i 

*-00 „ *, |i (U.S.) 1 1% prm. 


Sglnll^ 

San Salvador | 

London i 

9.73 colqpes to^fi 

! 

9*33 i 

ao-ia-3S 

do. * 

New York: 

8.00 * „ lx (U.S.) 

3-01 ! 

# 

Tgoonslt— 

Caracas j 

London* i 

• • 

33.35 dolivares to £i 

34**5 ; 

ft'13 aa 

do, j 

New York | 

5 .X 6 .. .. |i (U.S.)* , 

5*3* 



* Under n recent Decree ettablisbed the valtx of tbe Guatenudin peso wat &ied at 
lo.oa gold, which would equal So.oa (U.S.). 

t The quotations given under this heading in some cases represent not the relative 
gold contents of the standard coins, but an arbitrary rate hard by GovBmment decrees 
Its the exchange value of the papef currency. • t 

t On or about the soth November the Ecuadorian Government appointed a Commit' 
sioa to control the distribution of export drafts. The exclunm rates were ofidally * 
ixed at 3.80 sucks to the US, dollar ana ly.ioiOCiesto the (Tsterlmg and the Conualssioa . 
is to be the sole seller. • • 

« 

The Eotadorian rate is rather a 'curiosity, among a 
number of peculiar rateft. M observed, it is j[U 9 ted 
in sucres (pronounced sooMys *’) to the U.S. dollar. 
Tlyb rate, mpltipli^ by ihe NemYoik-London exchange 
give» the official r^e, plus a small margin. Tne Stirling 
rate, therefore, is in proportion to* its value in the New 
Ycffk market ; for example, if the*rate for New York, be 
3,00 sucres to the American "dollar, the New Yorlc** 
Imdoit rate $4, tfien adding points for “•Toleranda '* 
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(or fisJc), tile legal' rate of^y^iange for 8aeriii4>Midd be, 
44.50 SQ<|^ tA the £1. 


Tfw United States of AjU^riea. 

Tfie bminese of fSreign ^change in the Utaited States 
has received very much mwe attenfion since and 
most of the large Americln ban^ hajfe nisr 
ijrell-equipped foreign exchange departments. • The war 
taugJiflheAmejjcansagooddeal. One great step forward 
has been the revision of the method of quoting the 
excha^. Early in ,1 mI it was decided to give aU 
American quotations in ■ cents per foreign unit. This 
ajanner of quoting the rateagreatly simplifies the pysteries 
of exchange for the uninitiated, and at fne same time it 
makes calculation very much easier. The present Amei|fan 
s^em of qu^g per hundred units, as shown in the table 
given below, has very qbvious advantages, for it not only 


Ntrw York o 


dodayi 

CM0 


Parti : 


SwtUMbnd 
ltdy . 
Min 
Vi«&ni ( 
Miidiid 
Amtordam 


Cbrltt 
StoekMm 
Atl^ 


Ycdtohatna . 

cScSiu 

BmomAim 

Wodeliortn^ 

Va^puJio. 




dieques 


#4 

9t * 


Dollarf for £t , 


Cent! for 
Cents for 
Cents for 
Cents for 
Cents for 
Cents for 
Cenufor 
Cents for 


1 franc 
I franc 
I franc 
s lire . 

I mark 
X krone 
t peseta 
ifuUder 


Cents for i kroner 

t'jints for i drachma . 
Cenu for Canadian |x 
Cents foa I yen . 

Cents for rrafhe" 

Ckdd pesos for |too . 
Vents for t nflieia t> . 
Cents for X peso . * 


Par Level 


4’86d6 

*9*3«> 

19*30 

*9’3« 

19*30 

»3*83 

ao’so 

19*30 

40195 


19*30 

100 

49'«5 




Dee. s8 

I9S3. 


4:6173 

4*64 

4*6375 

rs 

16*96 

503 

0*0113 

0*00x45 

«575 

3973 

•0167 

13 

S? 

£1 

*<s«*oo 

«*70 

tnyt 


|)qnnit8 of fine shad^ whm neoessaxy, bnt the quotations 
can be read citker,y the dollar vahiefrf ye hniid^ 
nr the cent Y|Jiiie ol one ik^I. « 
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, All mtt ae». a»i rates yaB easy. 

»,n,*s iTr^"n^ a* fof cheques, i.e. demand eevttan^ 
MWth Condon, there aie^hree rates, for «0 da^' 
cable*«nsfers, and drequ*#. The mwt 
r^ttance that hy cable t*ansfer,rfDr ^ch^ 4 .^ pw 
A are charged, wheKas the cheapest is the 60 days si^t 

L,andit costs oh!y$4617Spr£;forabm at tlmt usance 

onlindoq. The differ&tice is/eally interest on the money 

for the period the banker has the use of it beforjAe luft 

to pay it over to the person whe has the Bill. 

The method of quoting as refealed in this table is taown 
as " Fixed Exchange.” and, in^Mew.of its “ 

is much to be desired that .London would follow^ 
example'set by ^tew York. London quotes rates m *oQi 
" movable " and " fixed exchange^ and in this connection 
the'difference between the two should be carefully noted, 
although it is only a reiteration of rules we»hav« alsea y 
demonstrated. For example. whSre we quote m, say. 
franra and centimes to the home unit-the pound sterhng- 
the rate is caUed " movable exchange, and the ^ding 
rule for dealing is,.buy»high, Sell low, *e *nf er t^e rate 
the more foreign money received for eaah £1, the better 
the trill the lower the rate. " Fixed ” exchange is seen 
in those cases where London quotes in shillings and prace, 
or in pence per foreign unit, and here the rule », buy lo^ 
* sell Wgh, the lower the rate the more foreign money 
received ; the better the bill the higher th% rate. 

CV mtfaAntal Rates. 

TIm! tendency in Lofldorf'is,1p»e>tend the lists gf latei 
of eSiange, and during the«t two or th^ yean it hai 
bjTOX.practice,to.give seiectiens from,^^rate 
MSapng in Continental centr^. Amrap ^ mon 

rates, pn page 236 are srtoMnte Ubles of al 
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CONTINENTAL* RATES Ol EXCHANGE ON tERMiA^. 




Par 

Level. 

i^a«. 

Dec. 38, 
193a. 

> 9 * 3 - < 

Jan. II, 
* 9 * 1 * 

Amaterdam 

SwiRerland 

Copeolrieii 

Stockholm 

ChristlanU 

. jgFtorios to 100 marks 
Praacs to too marks 

1 i^Kron«r to lOdtfiuurks 

59 -i 

I 3 S- 4 I 

lS-88 

ISO 

(4 

< a-aa 

0-033 

0-066 

o-o6i 

0*47 

0-06^ 

o^3>, 

0-066 

0*063 

«p-047 

0-0^ 

0*04^ 

0*031 

0-051 


The list of rates is ^lf-explanaV)ry it vv4s puWished 
by the Economist, and is dseful as giving coAiparative 
quotations for various dates. 

The Latvian rates dse thqse at which the Latvian banks 
will sell exchange drawp from Riga on the countries 
indicated in the list given below. * 

^In^ Latvia, the monetary •unit is the Lat, equa^ to one 
gold franc. ** 


LATVIAN EXCHA^ftE RATES, DECEMBEii ao, igaa. 


A on— 



SMng RaiM. 


Lotvlon 

Ne* York . 



33*90 Latt for 

. 5*16 „ „ 

j! 

Pads 



- ’ 3870 „ „ 

xoo francs 

Brussels 



33’54 M .. 

100 franca 

Switeeiiand 



97 ‘ 8 i m .1 

too francs 

Italy 



• , >8-34 „ „ 

too lire 

Stockholm 



• » 387 > » „ 

too kronor 

Christiania 



98** 5 ». I. 

100 kroner 

Copenhagen 



*06*79 ,L „ 

100 kroner 

ftagtr-* . 



* 3*7 „ 

1 

1 

s 

Amsterdam 



ao 5*93 „ „ 

too florins 

Berlin 


* , 

7 - 8 a „ „ 

10,000 reichsmarks 

Helsingfors 



13*88 „ „ 

100 Finnish markkaa 

Reval 



*•50 .. .. 

too Estbonian marks 

Warsaw , 



3 'a 3 u M 

10,000 Poliab marks 


EfiTHbNiAN Exchange Rates— Dec. 30, 1922 
The following rates are those quoted* by the Bank of 
Esthonia «for selling exchsmge in the shape of cheques, 
drawn from Reval opi the centres indicated — 



RUt 


. che<|ae « EathonUa mArki to /i 

• .. „ „ ii 


M . 471 


too reichaauutks 

‘ ,.Jf; 

a* K 

„ too Pinniah 
,/ „ 100 kroQcc ® 

.. 7.050 

„ 

„ 100 kroner 

» r5oo 


H 100 Iraiica « 

M 15,600 

91 

.. „ looflocfna 

.. .>33*30 


„ „ too Latvian foofalaa 



(i Lat ot too ostt* 

1,060 


timaa* foLiMin 
fOQhiai) 


too CaidmSfevaUMi 


Room 


>. 731 * 


laoUfi 
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, ki co361usiott, we may briefly refer to the meinoa of ' 
quoting exchiige followed \)y the South* African baftks 
and \fy the* Australia^ banks?. The practife to quote 
in pi^mium or discount on amounts of £100. We explained 
this system on gage*19, but glance^^t the lists pubiishal i 
may be,of interest ^o the student. * • 

, • « SOUTH AFRICAN E'iCHANGE RATES. 

• * * . . • » 

The South African Banks quote the follow^g rates— 

^ 

Union of South Africa. ! Upion of South Africa. 

I From Dec. 9, ifas. I From I>c. 9, 1933. 


^ Lo ndon on So uth Afn«i>«.* South Afnea on Ijindon. 


' Bupng. 

ar 'i 

1 

Buyini?. 

Selling. 

T.T. 

.1 

3*,n prem. ' 

dis. 

*2t% dis. 

Demand . 

. *11% prem. 

.. ' 

3 l% . 

il% to 2l% „ 

30 days 


*• 


1 21% » 

6#days 

• •i'*o .. 


4 l% 

2?% .. 

90 days 



5 f% .. 

3 l% » 

130 days 

i 

- jr’_ 


ClJ—jk. 


• No premium allowed on ainoimts under /loo* 

No discount allowed on sah s of 1 T.’s or demand drafts under 45'>. 

This table of rates is faijiy ecjsy to understand, as it 
distinguishes clearly between) the buying and selling ratel, 
and gives rates for remittances from London to £ftd from 
South Africa, in separate columns. From the quotation, 
London on South Africa, we observe that the banks were 
charging a premium of 3 per cent, ’to send telegraphic 
remittances to South Africa ; in other words, if a sorrow- - 
stricken father Vanted to send £100 to , South Africa t(i 
enable his prod^al son to continue to sow hi% wild oat.<, 
he would have to pay £103 for t!ic# privilege. A .similar 
explanation holds gcK^d foj all #11)0 selling raids. Then, as 
on’^th December, 1922, thjjJ)!lnks were evidentlf in*want 
of moAey in London, th^’ wouldjiave paid premia, varying 
from 1 J per cent.* to f per cent, for bills, dema«E to (iO days' 
sight, if they had been asked buy them, but for the 
longer usance bills, 90 days and i20 days, they were only 
willing to buy at | per cept. and p^ cent. discAuot 
respectively. Fhr exchan^, South •Africa on London, 

( 15 * 5 ) 
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both fjuying and selling rates are all at*a disfldlmA, iuid 
tine reader ^11 note the considerable’^ar^in of discount* 
between iuyyig an^ selling? For example, tJke*the tele- 
graphic tfajisfer rates — ^the baSks would buy £100 ;E^pm a 
person and only •give him {9f in exchange ; but if the 
same persph had asked the bsgiks to sgll fiim a*tel|graphic 
transfer on London, they would have »5emi|te(h£100 for 
him to London add wodld nave chargedehim 3nly £^7*i7s. 
6d. Iij other words, the tanks were evidently willing 
to pay a* high pfice for the. money to be available in the 
place in which they wanted- it — London. 

The Australian practice is to give the actual prices at 
which telegraphic trahsfers^cind bills of exchange at varying 
uteinoes will be purchased dt sold, therefore the buyer or 
seller is saved the trouble of calculating the premium or 
discount as the case ma^ be — ' • 


OF AUSTRALIA AND DOMINION OF NEW ZEALAND 



London on Australia and 

New Zealand. 

Australia and 
on Lo 

New Zealand 
ndon. • 

Buying. ‘ 

Stalling. 

Buying. 

Sell! 

ng. 

Aus- 

tralia. 

New 

Zcal'nd. 

Au 4 

tralia. 

New 

Zcal’nd, 

Aus 

tralii^ 

New 

Zcal'nd. 

Aus- 

tralia. 

New 

Zeal'nd. 

T.T. . 

Sight . 

Cable. 

On demand. 

30 days . 

60 days 

90 days . \ 

xs^ days r 

9! 

97* 

96* 

97 

97* 

97 

96* 

1 i oS I 1 1 ) 

1 1 II I i 1 1 

98? 

98! 

98 

97* 

97* 

0 

gli 

97* 

97* 

97 

looi 

99* 

99* 

92! 

98 * 

xoo* 

99* 

99* 

99* 

99 
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■ 

Acceptance Credits, * 84 I Bank ofiBngland, lb position 
, “CjeflitB’’ ^ during Great War, 99-*01, 

Miceptances, see "Billr ” L 231-232 • • • 

• Advances, Bflnkcr^ on bills, 210 j 11- Rjte, increases in, 

up^untry, 210 s • ! 88,93.99-100 • 

Ameri^, Wnit^ States of. Bills | - — of France, notes, 122. 232 

on, 197 * ^ , I 1 — • ,• , gold against, 

^ Exchange Rates, 48, |, 122, 232 

253, 254 , Rate, 93 

, Foreign Exchanges Bank Rate, 65. 87 

during Great War, 112 -• , ihcrease in, effect on 

— — * , Gold Points, 30, 113 • exchanges, 90-92 

, Gold policy, 38 • , , effect on mar- 

, Gold shipments, ^Icet, 88-90 

cost of, 116 ^ and Market Rate of 

y. Mint Par, 22, 23 • discount, their mter-conny- 

, Monetary position tion, 89, 90 • 

on outbreak of War, 101 Banker, connecting link between 

— 5 , Trade balance, 115 ejlfchango dealers, 10 

Arbitrage operations, 77-81 , his stot k of international 

Argentine Republic, Bills on, curr<‘nt y. 10 * t * • 

199,201 [124 Bankers’ Commissions, Influence 

^ Gold, premium on, on the Exchanges, 72 

Note issues, 125 Credits, see " Credits " 

Australia, Bills on, 17, 192 » #Investments in Bills, 82 

, Exchange between and I* Barter, 4, 13 • 

England, 15, 192 ^ |« Belgium, Mint Par, 24 

Grain exports, 48 | Berlm, Its money mdiket on 

Mint Par, 16, 23 outbreak «of Great War, 98 

Stamp Duty, 193 [18 j Bill, Discounting a, 6, 212 

, Telegraphic Transfers on. Bill-broker, The, 214 

Trade Balance, 16, 17 , his capital, 88, 223 

Wool exports, 18 , Position Discount 

I Austria, Mint Par, 24 I Market, 214 , 

, see "Gold# Exchange ; , on Money Market, 

Standard ’’ i' 223 • 

Austro-Hungarian IJank, invest- | Bill of Exchange^ what it* 
ment of its assets, 84 | includes, 1 1 

, cover for notes, 130, ; Bill of lihding. Attached to Bill 

231 , ,of Exchange, 172 

— — notes m circufeitiorif t-f-*-* , conditions Jp be ob- 

23i^ ii^ served, 172 

• 1 marked "freight 

BhKK Charter Act, Suspcftsi^ of j ^d,’*172 , 

Evpided, 103 | , prop^fty in. F72-3 

€eposits during* war, 233 • "to order," 172 

«l wo. under Customs (War 

paper, 27, 56. 78 j P8wers) Act, 1915, 172 * 

— of £g^, 209 I Bills, Auceptance by banks, 16^ 

— of England, Gyld Reserve, f 175, • 

92, 234 ^ , T ■# — » Accommojation, 209 

259* 
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BiJIs is a means of .%ttractinf 
gdld, 83, 90- c| 

Bank, , 27. See also | 
“ Bills, finance " e 

--4coV6rfor.«2.78.146 

— Banicess’ investments in, 82 
y-St- Clean, 161. 217 

,*ContiMntai iiiTfstments*! 

in, 83. 9i)* I 

, cost of. accepted by ' 

bankers compar^ witl^ ejl, J 
porters* drawings. 182 
— , country drawing settles ‘j 
rates,f'J^9 

, crop requiwment draw- : 

ings, 210-211 1 

, currency, 177 i 

. dctinitioa of, 12 *" * ! 

, demand, 204 » t j 

, difference in rates, how^ ! 

•talgjilated, 64 | 

, Documentary, bankers* 

security, 170 

, demand, 2^4 

— r , the documents dcs- 

*■ bribed. 172 •' 

, Documents on acceptUnce, 

171,221 

, on payment, 172, 

186, 221 * 

« ^ Exchange dealers' profit'’ 

on, 32, 33 

, nnance. Influence on 

Exchanges, 75 * 

, price, 208 

, renewal of, 76, 206 

, varieties of, 206 H 

stq. 

— for collection, 185 

, Foreign Agencies, 220 

^ ^ domiciles, 219 

— ’investment in, ,83-90 

, , proceeds of, how 

remitted hpme, 180, 183, 186, 
193 

,* Fams of, drawn undel ' 

credits, 168 ei seq. * 

, Gold basis, 70 , , 

, ^louse^WP^r. 210 

Interest, 181. 201 

specimen, 181 

f V, bankers* acrep- 

tances, 182 

-c-i-. Kite-flyers, 1 209 / 

-- — , Margin or, 184' 


Bills of Exc^nge Aft, ^7 ^ 

on* Argentina, 199 

on Australia, 1^ 192 

on Denmarl, 2o4 • 

e *on Denmark, return re- 

• mittances, 205 • • 

— on Egypt, 194 • 

on London, 69 [205 

on Scandinavian #ountnes, 

on Sputh Africa, 195 

*Ame7i§an^tatcs. 199 

*k)n tile Far East, 181 

on United States of 

America, 197 

, origm of, 1 1 

paid under rebate, 190 

, Partial deliveries of goods 

againsf, 187 

, Fig on pork drawings, 210 

, Price of, 29 

, Standing and •responsi- 
bility of ' parties to, see 
“ Opinion Lists ’* 

, Trade; 55, 217 • 

under London Acceptance 

credits, 175 
Bolivia, Bills on, 199 
Brazil, Bills on, 199 
, Paper currency, 126 

Call Loans, 223 
Ccntill American exchange 
r.ntes. 252 

Chain Rule, 21 [short *’ 

Che(|ue Rate, see “ Exchange, 
ChUe, Bills on, 199. 202 

, Paper currency, 126 

China, Currency of, 141 

, Exports to, how affected 

by price o*! silver, 143 

, Investors in affected by 

fall in prile of silver, 144 
Clean Credit, see *' Credits ** 
Columbia, Bills on, 199 
CommrTcial Paper, 56 
Confirmed credits, see '* Credits *’ 
"^Consular certificates, 1^4 
Continental, exchange rateL 
postVar, 255 

' Council Bills, India, 134 ^ ' 

^ ^ Reverse, 133 

1 Telegraphic Transfers, 134 

; Bills and Telegraphic 

u Transfer, method of issue, 134 
k Counter remittances, 176 
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a„ ty . > Tn«!ani of remittance. WEgypt, tills on 194 * 

Mma, ^ excl^angc rates, ^256 

- ' Exchange, Arbitmmopcratiofcs, 


:our8e oi Exchange. ^uot«tions, 
5l,i5!f 5^ . ^ . ,.T • 

::redit Lists, " OpmioiTLis^ 

:::redlt», Bills drawn under, lo8 
» et sea,, 175 • _ j 

^ Canc^llatiotf of, 157, 158 j 

; Clean. 161 • ^ * 

Confirmed I^Vilter’s, 157 
TDocuPi/ 


their effect on, 7 d . 

a 3 *per cndor^ment, 151 

Exchange, Banlftrs’ Conynis- 
sions, tliair effect on, ^ • 

, tftinki#g in^uences, 76 

, Course of, se# “ Course of 

. Confirmed Baiter s, i»/ j Exchange " 

mMUBMEltarv 162 '• — ». Favourable, 64 

* ; atd^Sfirm^d, dif- ! . Finance Bills, influence 

ference*between, 163 i on. 75 ic’? 

Irrevocable. 160 ! . Forward contimCts, 15. 

m; London acceptance, 163 I , , Flu. tfciM.ns Causes and 

IZ; Rro^tion M, 157-8 \ Fluctuations 67 

=:; ?^v1nSri!c^tt*ers of, 15,5 i 

Unconfirmed banker s, 158 h ditions on, (uS, 69 , 

• canceJIatum of, 169 i . 1-ong, 49, 51), 57_ • 

; specimen of, 159 ' Quotations, sec Foreign 

Without Rei^urse, 160 ' fiiechange >• 

C&toms. War Powers Act, 172 ; —• Sties from J^mig* 

Residents, 71 • * * 

Debts, between two countries, ^ KisUs, elimination of, 152 


of 


l^w collected, 6, 7, 8 
— — , purchase and sale 
foreign. 4, 5, 6 
Denmark, Bills on, 204 

, Mint Par. 24^ i 

Deposits. See Bank 
Discount market, 1 he, 87 et "ieq. 

rate, raising of, see " Bank 

of England " 

Discounting a bill, 6, 212 
.. — class of bills, 212 rf seq, 

, Private bankers and, 215 

Documentary Bill;^ see “Bills 

Credit, see " Credits " 

Documents on acjepUnce, see 
“ Bills ■' 


, , Short, 40, 50 

Stock Exchange influ- 
ences, 73 

• ^ Llnfavourable, 64, 65, 116 

• , encouragerupnt to 

' exporter^ discouragement to 

importers, 67 

■ , When at a discount, 64 

^ — _ premium, 64 

1 Exchanges, Effect of War on, 102 

! S( andinavia*!, pO 

. Silver, see “ Eastern Dx-^ 

changes ' | 

*• , Tables of rates dunng 

I War, 102, 103 
' Exportqi 9 
i , Invisible, 9, 71 


— — on payment, see “ Bills j ^ Invisible, 3, / 1 

- on payment bills, hgw di^ : £icpf rters, how they f Stain 

tinted, 221^ • payment for their produce, 178 


Dollars, chopped, 142 

*• Doubfb-barrf lied ” quotatums 
Butch Exchange, see “ H«liahi 


Easvrn countries, Eftlls on, 145, 
146, 148 

Exchanges. The, 127 

, rates with Shanghai, 

Economist's rates, S4, 39 , ^ 


Fi^ANcf. Bills, Inflect on ex- 
changes, sec '^ills ” 

» , Varieties of, see 

“ BUls •* ^ . 

“ Ftxcd exchange,” 254 
Floaterr 223 

F'oreign%lgcnfti' Bills* see Bills 





Exchange, DeAttoaof^/ 

0 / the com- f 

^ti<A bought and sold in* JJolland, ExchMge n07 
i ® I • [102 I 3 — Par, 25 ' • 

^ag-Kong, Currincy q/ J42 

Jrouse-ptper, 210 ^ 

HypothecatzQD. Letter of. J7/ 
•Hypothe^ca] Par. Z4 


fl02 

, Quotations, 41, 42, 
t Foreign Exchange. Ouoting at 
discount, W5 ti *• 

* — atpremium, 195 

list, additions to, 249 

. See also “rExchaage 'C 

Study of, what it 

enables the student to do, 2 
Foreign Exchanges. Meaning of, 

3 * < 

Securities, British invest-, 

ments in, 73-4 

— I , Income from, 74’ 

— - Trade, see " 'Irade'* * 
F(^ward Contracts. 152 
France; Foreign Exchanges dur- 
ing Great War, 105, 231 ei seq. 

, Gold Policy, 38 t 

, Mint Par. 20, 21, 23 

Fre'ghl;, 172 


Girmany, Foreign exchanges 
during Great War. 105 
— — , Gold P*olicy, 39 
— , Mint Par, 22, 23 
Go-down, 188 

Gold, Aii’.erican shipments, cost, 
30. 113 

, Deposits in New York by 

France, 114 

, Deposits in OPjawa ac- 
count Great Britain, 114 
, French shipments, cost, 35 
r " ^" from Germany during War, 

, 106 1 [35, 

, Germafi shipments, cost, 
— holdings of the world's 
great banks, 234 ' 

- movements, effect on ex 
chaii'ges] 96 

Points, 24, 30, 31, 34, 3S 

, “Economist’s," 34, 35 

ReMrvoh, 34-40, 9i 

— , ]l^changf Standard, ex- 
plained, 127 et seq. 

in Austria, 


Ideal or HJipothtticat Par, 14 

ImpoMts, 90 * • 

Invisible, 9, 71* 

India, Currency position, 129 

and the Silver Problem 

128 

, Trade of, 131 

Indian Exchange during Great 
War, lb3 

, How maintained by 

Government, 132 ^ 

. See also “ Gold Ex- 

change Standard " 

I Insurance, Certificates of, 173 

} Policies, 173 

; Interest Bills, see " Bills " 

I International Currency, 10, 11 

I Indebtedness, basis of, 8, 9 

j Irrevocable Credits, sec 
I " Credits " 
j Italian Exchange, 108, 124 
j Italy's! Note issues, 124 

; Kite-flying, 209 
i Knibbs, G. H,, 16 


129 


! Latvian exchange ratc.s, 256 
j Letter of Hypothecation, see 
! "Hypothecation ■’ 
j Letters of Credit, influence on 
I Exchanges; 76 
I Loans, tiieir effect on the 
- Exchanges',- 74, 75 
Long Exchange, see " Exchange" 
London Acceptance credits, see 
Crffiits " 

, Money market on ^ut- 

, ‘ " break of War, 98 ^ [of, 89 

' (. , manipulation 

j stwck Exchange closed, 9^^ 

I MacLeod, ft. D., 5 c 
• Marginal Deposit Receipts, 184 
(131 j Mark, Discount on duripg war. 


^ , in ludU, 127, I 126 

— ^in Philippines, '.Market Rate,, 88 [on, 103 

130, 131 , I Markets, Prij^uce, Wax's effect 
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,Mefta«taJVeo^.«5. 

Mexico, Bills Ott. 199 , 

Mexican ®oIUr9» 

At of Exchange, W. 1% 

JnCT^ilrticle* The. *\ [W 
• !^^Marketo. Wy's Sect on, 
AnTTiTiared witn. 


l^emittance, tea* ®^,Vr«li*s" 

T Revolving Credife^ 

' Rouble, Depreaa^ a value, 
reason%for, J 
Royal Exchange, 

Rupee, how its panty is jmx^ 
taine^a 1^0 

VinviT ^rnriffed in IllQia. 


„hea^5 * \ 1^^ _ . 
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( WiLuall'B. Phillips, A.C.A. (Hons. Inter, and Final), A.C.I.S. Fourth 
Editioft, Revised. In demy 8vo. doth gilt. 150 pp. ht, net. 

lUPPORflONMENT IN RELATION TO TRUST ACCOUNTS. By Aian F 
ChiOK. IncorporaUd Accountant. In demy Svo. cloth. 160 pp. 6s. net. 

PBAdtlCAL’fiOGK-K£EI*ING. By Gao. Johnson, F.C.I.S. In crown Svo 
ckih, 420 pp. Cs. net. 

RAgiWAV ACCOUNTS AND FINANCE. Railway Companies (Accounts and 
Hetoms) Act, 1911. By Allsn E. Newhooh, A.K.C. In demy Svo 
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mofmi MJSUIESS iIeTHODS. Sy R- B. Paul. fiSo. tMk 

gUt pp. Si. Id. net I * 

IIHIFFrtC^ FINANCE AND ACCuUNTS. By the same 'author.ji In dflIaY 
fvo, doth Jilt, 74 pjF Ss. Id.^net. 


, banking ‘ yWD FINANCE ' 

■OHET, EXpHA!(OE*A]n>*BAinalB, i!l their Practical, Theoretical, and 
Legal Aspects. A complete Mahual for Bank Offidalt. BoilncM Mn, 
and Stidents of Commerce. By H. T. Easton, AisociM of tki ImtiMi 
of Bankers. Second Edition. In ^cmy 8vo, cluah gUt, 312 pp. Is, net 

ENDLISH BANKING METHODS. IDe Practical Operation of an Engliah i 
Bank. By Leonard Le March aj^Minty, Ph.D., B.Sc. (Econ.)T*In 
^derny 8vo. 480 pp. feg, net. * • • ^ 

EN6U8H, PUBLIC FINANCE. Frem the Revolution of 1688. With 
Chapters on the Bank of England. By Harvey E. Fisk, dn dimy Sup. 
eloth gilt, 207 pp. 78. CA net. 

FOBHGN EXCHANGE AND FOREIGII BILLS IN THEORY AND IN 
PRACTICE. By W. F. Spalding, Fellow of the London InsiittUe 1/ 
Bankers. Fifth Edition, lu demy 8vo, cloth gilt| 2!3^jpp. e7Ml4#net 

EASTERN EXCHANGE, CUBBENCY, ANlf FINANCE. By the same Author, 
FqiUth Edition. In demy 8vo, doth, 485 pp., illustrated. ILk net 


FOREIGN EXCHANGE, A PRIMER OF. * By the same Author. In crown 
6vo, doth, 108 pp. Ss, 6d. net« t , * 

BAHKEBg’ CBEDITg .4ND ALL TtfAT APPERTAINS TO THEM IN TllBIB 
PBACnCAL, LEOAL AND ETERVDAT ASP^S. By tSTiam. Aatbor. 

Second Edition. In demy 8vo, doth gilt, 126 pp. lOi. Id. net • | 


THE FUNCTIONS OF HONEY. By the same Author. With a Foreword 
by G. Armitagb Smith, D.Lit., M.A Inidemy 8vo, doth gilt 179 pp. 

7i. Id. net « 

YHE LONDON HOgEY UARKET. By the amt Autlfcr. A.piAtioa 
guide to what it is, where it is. and the operations conducted in it. * Third 
EdiOon, In dem^ 8vo, doth gilt; 232 pp. lit Id. net • 

riACnCAL BANmO. By J. F. Baosb.w* JIAmtier ef Ikt 
ImMuie of Bankers. With chapters on f The Prteelplif of €arrettey>** 
by C. F. Hannaporo, Associalf ^^the Jnshtui^f Bankers t and ** BmIi 
MO h*keepIng/* by W. lY. pEAR4}«ifsipi5«f of tke /nstitt^e of Bankers tii 
Revised Edition. Inodemy 8vo. doth gilt 448 pp. 7l. M. net. 

iin OBGANIZATipN, MMAGEMl^, ^ND ACCOUNTS. By J. P. 
OAVtl, D.Lit, M.A., L'ffl. In demy 8w>. dotb^lf, lISspp. IliiMt 

cntei: THEIR 6mm and dbyelopxent and how tut 

Aw HANDLED BT AN ENGU6H BANK. ByC. F. HAmiAfOEP. Edited 
by Sir JOBM Paget, K.C. In demy cloth giH, IH PP* ll>Mt« 

nU CHEODES, AND NOTES. A HuAbotdi^ BoriiMn'llM uA 
tjimin By J. A. Sunn. BM., LL.& <f^Ik AM Bditta. la 
toy Ivo, clou i^t 214 vp- sot 



8 piniAif’s ktrsq|B$s 

fA^AMm^'cmm^Bovsif m>t it;. «« wi»r» 

P. Wb Matxhiwi# •lit demy 8vo, cloth gj^t, ^jSS pp, 7$, ^ net, ^ 

iillKEBS' fiEd^irK By La#iueIc«a. Foca 

CifHfieaUd Assodkie of khs InstituU ^ BSnkers. In demy Svo» doth 
ijftt, pp. Iftnet. • • ' 

BiSlEBB’ ADTANCES. * ByT. R. Sieas. Edited Jby Sis Jobs PAcsr. 
S.C la dem^€vo,%lotb/144 pp. pg.net. 

lAEKEBS’ ABTAHCES AGAEfST PRODUCE. A. Wxluaiu. In 
demy 8vo, doth ^t, ;47 pp^ 6l| net. ^ •>, • • 

miPLE INTEREST TABLES. By SiilWm. Schooling, K.B.E. la crown 
**8yo. doth |^t. 188 pp. 21g. net., 

DKinONART OF BANEING. A Complete Encydopaedia of Banking Law 
and Practioe. By W. Thomsw. Bank Inspector. Filth Edition, 
(rRavieed and Enlarged. In croTn 4to, half -leather gilt. 691 pp. 80s. net. 

IRmSD FINANCE. See p. ip. \ ^ 

TITLE DEEDS AND THE RUDIMENTS OF REAL PROPERTY LAW. By 

^ F. Rl ST%iD. Third Edition. In demy 8vo. doth,^ 151 pp. ' Os. net. 


SECRETARIAL WORK. E'iC. 


tBBCSlifAtlTSECErrABI'STASEMECDH. Edited by Paiup Tovsv, 
F.C.I.S. Third Edition, Revuied and Enlarged. In foolscap 8vo, doth, 

^8i.l4«net. ^ 

SMORETART’S HANDBOOK. A. Practical Gnide to the Work and Dntiea 
< in (connection with the Position of Sectary to a Member of Parliament, 

* ^Country Gentleman with a land^ estate, a Charitable Institution: 
wth a se^n devoted to the work of a Lady Sc^cretai^, and a chapter 
dealing with Secretarial^ vork in general. Edited by H. £. Blain, C.B.E. 

I A demy 8vo, doth gilt, 168 pp. Si. net. 

GUIDB FOB THE COMPANY SECRETARY. A Practical Manual and Work 
of Reference for the Company Secretary. By Arthur Colbs. F.C.I.S. 
Second Edition, £nlarged and thoroughly Revised. With 76 
loans, and the full text of the Compames Acts. 1908 and 1913; Hae* 
CompanieB Qanses Act. 1845 ; Companies (Foreign' Interest) Act, 1917 ; 
Companies (Particulain as to Directors) Act, 1917 ; and War 
In d»y 8vo, doth gilt, 432 pp. 8f. net. < 


MCnONARY OF SSCRETARUL UW AND PRACTICE. A Compre. 
hendve Encydo^ed^ of Tnfonx^tion and Direction on all matters 
eooaected with the work of a C'wrpatif Secrc,nry. Folly illustrated wHIi 
tha neoeinxf forms and documents. With SecHons on spedaL^rsiKte 
of Secretitfial Work. Edited by Ph\lip Tovry, F.C.LS.^rttli oott* 
tiilmtiaas by nearly 40 emif^ent xothontiea^o Ccu^pany Law and SeUpst 
buka PtK^^Ading : ^The Rt. Hon. G?N. Barnes, M.P. ; F. Gb£ 
Mrowae. K.C^ M^A. ; A. Crew, F.C1.S. ; J. F. Eamihaw, 

M. WdiitBr Jenkinson. F.C.A. ; F. W. Pixley. F.C.A, Third Ediii^ 
Ategod aaa Revised. In ode volume, hall leather gilt. lOU pp. 


luiidRidMMlib.^ 

amHske^lsm. 


A H^bopk lor limbed Compancr OfiSdals, Investor^ 
By F. SBBWi?i.Cooi?ti.lLAi^e/<ki Jtmm 
my 8vo. doth gilt, 149 


,Al ef ik» hum Tompk^ 
pp: 8l»iiet 


MB f rftnW ro w 8]m!K&, SpSJSS, tsD fifflEB ftUffiEIjOlliB 
^’gl^lJBITISgB *A Mumd oi wt Law and PrattlGet By F* {). Hbad* 


BJL (Om)^ BarHAr^Law, pird Edition, R^nfid and Eolai^ 
In dAy 8vo, doth gilt^220 np.^lOs, Sd^net. ^ • 

ras COHFAinTBEBlSTBAB’S KAJIUALb By J. J. QuAtlivan^ la <kiny 
^ tvo, doth ^t. 843 pp» 10l.«.^iiet. , * 

‘*yHK CHAjMOll*8* MAJiCAL. Being a Bnide#to the M^iement of 
Meetings in general, %nd of Meetings of Local Authorities s wiu separate 
and aomplc^ treatment of the Meetings of Public Companies. % 
GVfU^K PauN, «Bafrt«l<;r-af-Ldte.* tand Ernest Martin, F.C.1.& 
In aowia 8vo. doth gilt, 192 pp^ 58* net 

HOW TO TAKE MINUTES. Edited* by Ernest MARTiN,d^X.I.S. Second 
^tkm, Revised and Enlarged. I In demy 8ii», doth gilt 190 pp. 

8l.U.net ^ 

WHAT IS THE VALUE OF A SHAB^f Tables for readily and cor^^y* 
^kscertaining (1) the valna oi sl)|ires ; and (2) what afividenu 

would be paid annually to justify the purchase or market price of tdares. 
By D.*W. Rossitsr. In demy ^o, limp cloth. 20 pp. tk Cd^net 

rB08rECTD8E8t.*B0W TO BEAD AND DNDEB8TAND* THEM. 6y 
^XUP Tovby, E.C.I.S. In demy 8v|>. doth, 109 pp. &I. net 

mCnCAL SHABE TBANSFEB WOBE. By F. W. Udinoton. -A 
Handbook for the use of Company Qerks. Jn crown^Svt, 123 pp. 
tl. M* net. # * 

tiUWIONS AND ANSWERS ON SECBETABIAL PRACTICE. By E. J. 
Hammond, A.C.I.S., A.L.A.A.. In demy 8vo, cloth gilt 250 pp. 

7l.ll.iirt. * , . 

PBAimCAL DIBECTOBSq^V. By H. E. Colesworthy, A.S.A.A..'aiid 
S. T. Morris, A.S.A.A., A.C.'W.A. A guide to the dutieP of a company 
director. In demy 8vo, doth gilt. 248 pp. fs. Sd. net. 

INCOME TAX, ETC. 

.DICTIONABT OF INCOME TAX AND 8DFEB-TAr FBACTICE. fncor- 

porating the Consolidation Act of 1918 and the Finance Acta. 1919 to 
|9^ Sixth E^tion. By W. E.,Snsllinc. ^ demy 8vo, half leather, 
gOt 606 pp. 28^ net ^ ' * 

ECONOMICS 

mROMIC aBOfiBAFHT. By J.* bcFARLAHR, M.A., tifiCoia. la demy 
0^ il^ giit, 648 pp., wiUr 18 lUnstratioas. lOt. 8d# net 

^ PBINGIPLES OF EWOlOMlC 6E0CltAPHT..Br R.«N. RnoMOit 
D.SC., Lscfur^r in Gsogra^hy sn UnS^y of U 

qSly 8vo, doth gilt 223 pp. 7i. wL net. 

OUTURBS Of THE ECONOMIC HISTORY Of ENIMiAND. A Cindy is 
Social Development By H. O. MsRXfiTH, M.A., M.Cont» of 

fCinfi^t CoUffto^ Camhridgg. In demy 8v<^ ^th^lt, 375 pp. 

: ISB nONinXS W BDSINeA ^CONOBCS. Smbmo*. 

; M.A., M.COIII., D.lc. In demy 8Vo, cloth gUt-Sdl pp. lli.li.sete 
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PiniAlI«^Sl]{|ESS 

MWOMClVoi i PUMlrf u. «Sy W. J. Weswh, ktc. in 

crowi^8vo, cloth 265 pp. 8*. <W. ncft.^ ^ 

mNOMlCS pfll EV£EY1IAK« Aff introdnction to S^daf Bconozoics. 
By Jambs E. Le Xossigi^l, Dean of tiff CcSlege of Busifitess Admnisira’ 
9iion, TH.UniAmtyof Nebraska, in CTown 8yo, doth, 942 p^. 

BBfnlH nfTANCE^ DUeInQ AFfEE THe' WAS, IKi-mt Tht • 
raraltt of invcg^atiobi and material collocte<^ by a Comni^ttM of the 
British Assodation. co-ordinated and brought up t» date by ^ H. Gibson, 
and edited by A. W. IOrkali^, M.A., B.Litt deiilur 6vo, llot^ gilt, 
476 pp. 151 . net. ^ r * 

f « 

ftinSH LABfilJE. Replacement and Condliation, 1914-1921. Edited by 
Adam W. iaitXALi^ M.A., M.Com. Deals with the results of 

inquiries arranged 6y the Section 'of Economic Sdence and Statistics of 
^^e British Assodation. In demyCvo, doth gilt lOt. 64. net. 

A FAIEcBfAGF. By Edwarij Bat^^n, M.I.Mech*E. Being reflection^n 
the minimum wage and some economic problems fef the day. 100^. 
2i.6<*^net. 

Tte SUBSTANCE OF ECONOMICS. By H. A. Silverman, B.A. (Eepn.). 
For the Student and General ]^,eader. In crown 8vj, doth gilt, pp. 

, ll. net. 

FLAIE'ESONdinCS. An Examination of the Essential Issues. By J. Lee, 
MX, M.Com.Sc. In crown SVo, doth gilt, 110 pp. Ss. 64. net. 

UBOCB, CAPITAL, AND IINANCE. By “Spectator" (WxLTAa W. 
Waxx, F.J.I.). Essays on thetSodal}- Economic, and Financial Problems 
of the Day. In crown 8vo, doth, 12^7 pp. 8 b. 64. net 

UHSHSTBCCPON AND FOBEIQN TBjCDE. "iy E. T. WiLuaiis, M.I.E.E. 
In demy 8vo, 52 pp. Sb« net 

A^THSOEY OP CONSUMPTION. By Hazel Kyrk. In demy 8vo, doth, 
912 pp. lOi. 64. net. 

MUINCIPAL WORK 

PiOiaPUBS OF OEOANIZATION. By Wm. Bateson, A.C.A., f:B.A.X 
Bofongh Treasurer for Blackpool. In demy 8v(f, ddth gilt, 92 pp. 
Sl.Si.net 

iySIDNlSmTIONdFTfiEFMANCEm By Wm. Bateson. 

A.CA., F^.A. A. In demy 8vdJ doth gilt, ^6 pp. 7i. Si. net^ 

MfiAimAnON AND ADUNISTBATIOl/ OF THE TlAIIWAT8mA». 
XEIIT. ^ S. 4 }B. NoKMi^ marsh, AcbovitUmla U> ike BirmmglBku 
CurpmM Trmifkys. In demy 8vo, doth gilt, ^|70 pp. Si. net^^ 

UMin AND WMttownra of local AonMOiiiBi. ’ar 

|.HaBviton. In demy 8 vo. doth gilt 228 pp. 7l.SI.iwt. 

AliiiSi^EATINOo ^The lAw and Ptaqticelof luting Iv tiie iUtepsysr 
sad luting Bt Ai^brt €Uew, Bar^UnHObUm. SeoMi 

( BAiiim Uca^li^o, doth gilt, S^5 pp. • Ti. Si. gwt. 




BUSIHE|S lUCQfflOOKS 

IpMn^SoOBkKE^d. hf T. H*'McCAtx, F.S.iU- Set^ 

• Edition. In de&y 8vo, cjpth gift, m pp. 7i, N#net. * 

Xl]lilC!lP^*A9BIT PBOORAM1IE& By S. S. Whii^eao. X.S.A.A.. 

A.C.I.S.» Bor^h Accouittani if HammersmUh. li|demy 8vo, doth gilt,».« 
^ 116 9 p« JltlCnet. ^ 

•gXUlSlGIPAL .yTCOB^TU^G SY^TBXS. By thc^same Author. Id dsmy 
• 8vo, 14^ pp. 6«. net. * • 


AEl^EifnSIIVO AND ^Alg^MANSHiP 

ms CBAFT OF SOENT SAiESMiNSRIP. A Guide Ai* AdvertiMsmest 
Construction. By C. Maxwell 'Iregurtha afflfj. W. Frinos. Sue. 
in. by 9^ in., doth. 98 pp., wakh illustrations. 6i. net 

TB£ BUSINESS. «A Handbook iSealing with the Prindples of Adver* 
Ntsing, Selling, and Marketing. Bf HariAt Tipper, President jfdverlittng 
MmtlMgue, New York. In dftny 8vo. doth gilt, 406 pp. Sii. U. net 

SALESH^SHIP. tBy W. A. Corbioh and G. £. Griusdai^. tn crown 
6vo. doth, 186^. Sg. Cd. net. 

fEAtnCAL SALESMANSHIP. By N. £. Fowler. Junr. In crown 8^, 
837 pp. 78. 64. net 

COUEBCUL TRAmUNCI. By Alsmt E. Bcii. I2 aown'svo, cloth 
174 pp. 88. 6d. net 

THfl^USINESS MAN’S GHDE TO ABrnnSlNG. By the same Author. 

In crown 8vo, doth, 127 pp. m, 6C net. ^ \ 

ADmnSINe and THG.fiHOP&EEPEIt. By Harold W. EuY.'*In 
crown Svo, 160 pp.* 88. 64. net. • 

ADfEBTIglNS AS A BUSINESS POBCE. P. T. Chsurctoi* b 
demy Svo. doth, 586 pp. lOi. 6d. net 

fHB MANUAL OF SUCCESSFUL STOBEKEl^INO. By W. A. Hotchxie. 

In dfBiy Svo, 298 pp. 8s. 14. net ^ 

'flEPBlNCIFLESllprBACnCAI.PDBUCITl'. By Trdmrh A. m Vton. 

la large crown Svo, doth, 266^p., with 43 illustrations. lOi. 66. net 

SmnraSLETIXBfBACnCE. ^ J. B. OpdyIxr. Jb doay 8A>. cloth 

fQti 602 pp. 7l. 64. net. 

MFFBCTIFE POSTAL PUBUCITY.^ By ^ittinberg. Size 6|in. 
by 9|in., doth, 167 pp% ^ ' • 

A MAIL ORDEBABUSINESS. By A. E. Buu. In oown 
3^ 106 pp. Ii. |et ^ 

lAlL OSiSB OBGiNlZidlON. By P. E^Waioid^ fn crOiro Svo. doth 
1 ^ 127 pp. Id M. net ^ * • • 

MX OMANIZATION OF THE OUTBOOB SALES FOBOL % P. B. 
WxLMW. In crown Svo. doth. 8l. 64. net ^ t 

iMMASmO. By J. C. bzMBMbRE. Sul ^n.\y 9in., c}oih,^2BS pp. 
lit net. 
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muAiu^stfm HANDiodics n, 

A* • ^ ^ — 

lOtnrtl flOOBL Boix. *k. crown Svo, cT^ 103 pp. *2g.^ 

^S* ^ SAlig,* By Hkrbert N._Cas 80N* Iif demv IA7 

0l.ld.net. « 



SrtWDBNT SAI|!fiHA^HIp! By F..W. 
clotli, 126 pp. tg, net 


In CTown SvQ, cWtlt 7^ ppi 
Shrijpsall. In trown 8vo. 


^ Advettisinf and^ales Exedhtives. 
^^Editod by Noble T. Praigg. In djpy 8vo, cloth, 495 pp. o. lOi, u, net. 

loa^ MnflfODS n SBUINO. iy L. J. Hosmo. 310 pp. l«fc M. 


(4SIXmfi^HODSAin>PO{J(!te8. BvP.D. converse. Sue7iin 
l)y 5jn.R cloth. 650 pp. 12g. 6d. net. ’ * 

py C. F. Pkopson. aize o m. Oy 8 in 
cloth^gilt^284 pp. 16 b. net. • 

Awnm mss MJBUCITI. By a. L. Culyer. ’*1 demy 8vo doth. 
w» pp. 81. od. net. r ^ a 

^*lSSei ®y G. L. Thimins. la crown 8vo, cloth, 85 pp. 

By F. a. Pearson. Inft^lacap 
PIUlfT|llQ« By H. A. Madox. In den^y 8vo, cloth. 5s. net. 


LAW 

Slater, B.A., LL.B. A Practical Expoii* 
Studenti, iSiuitoess Men, and Advanced Claaeea in 6^ 
Schools. Ftfth Edition. In demy 8vo, dothgQt 

‘^ctcther with the Compaaidl (Cm 
Md the Acts of 1913 to 1917. By A.UcSiiiLL 
U|£JL(»d,), 0/ ikt MiddU Tmple. BBrmr#r-a<-La».^Seccmd sSte 
Bevised. In deipy 8vo. clyh gilt, 348 pp. 6 b. net, 

4«y »«o. doth 3S0 pp. l». N. net « 

tm unua^o TO BBmf cohmishohs aho miBs tcm^ 

Rmvention of Con'uuUun And. 
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OTIDE TO TBE IdiW'tif UCENSINCI. Tbe Handbook for all Ucenoe* 
hoUM. By VIblls ^rBATCB4ft» Sarrisici^at-Law. In demy ftve» 
doth gUt,^!^ pp. fis. net 


BAILWAT (BEBATE8) CASE LAW.lBy Gbo. B. Lisssif^. In demy 
Svo, doth gilt 450 pp. 10 b. Od. \tt ^ 

rt 
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rABnnSBSHIP add accounts. By R. W. HoLLAitD,40.B.B. 

B^A., M.Sc.a LL3D., Bamster-at-Law, In demy 8vo, cloth gilt 150 pp. 

O^et \ 


fHE LAW OF CONTRACT. By the same Author. Revised ^d £n]|irged 
Edition. In demy 8vo, cloth, 123 pp . , Ot net. ' • • » 

Wniift EXECUTORS. AND TRUSTEES. By J. A. Slatbr, B.A.. LLB. 
Wmi a chapter on Intestacy. Inioolscap 8vo, cloth, 122 pp. bu Sd. net. 

MUNICIPAL AND LOCAL OQFERN jKlNT LAW. By H. Emerson lidna 
LL.B. (Lond.). In demy dvo, doth gilt 258 pp. 78. $d. ngt 


nOB LAW OF REPAIRS AND DILAPIDATIONS.^ By T. Cato WoRSFanl 
ILA.. LL.D. In crown 8vo, doth gilt 104 pp. 8g. Od. net 

ms LAW OF ETIDENCE. By W. Nbmbbar# Hubert, LL.D., Banisttr- 
• bMms. Fonzth Edition, Revised. In crown 8vo, tw 7l. M.yiet 

TBK UJf or PBodbuBE. BjAihe tame' Author. Second EdiSolL la 
dei^ 8vo, doth 183 pp. net " • 


BUSINESS:*RElt^^ dOOKS. 




>inbB88«AR*8 ENttCMltoU aKd ]tCIIOE4lt»Or WUIBECE. 
Aji^hle and comprehensive work ol reierence oa*alUcomn>etdd itgb- 
Jee^ tpedaOy designed and written for the hm merchant tiie com* 
lawdaljrtndent and the modem man edaftiri. Sdltedhy I. A.|uTtit 
BJL. 1X3. (Lond.). Assisted by upw^ of 60 R>emiiis<| as em- 
^tdbaton. With numerous tnap% iUnstraionSa Mcdmue bnitneii dorms 
and iMd docnmenit diagrams ^ Second IMflwt Di 4 latge 
wim 410 (each 4|0 doth gjit ^^4 4 a» net^*^ 



vImssntmDilro. • A *com|i||^^|(iiid6 foTtibe'whaieiAler, fbtallfr 
manO^UDer, bsM, etc. Edit^ Ey F. c?. Suarois, F.S.A,A. (Gok 
Med^t)» Assisted b]^Sp^alist Contributics.^ In 2 vols. 

cro wn 4to, cfoth ^It. l^ach 21i, n«t^ c , ^ • 

MAN’^ OUIBE, Seventh Rnised^^ Edition. Frmch 

Ireman, ^Spanish, ana Itidian equ>>alenhi for tho Coi^merdal Woiti 
lad Tenns. Edited V L A. Slatb% B.A^ LL.B. (Lond.).« The worl 
inclndes over 2.000 aiticfes. In crown Svo. ck^h, 520 pp. Ii, net 

o ^ <» • 

iUSINBSS FOBECASTIN&. By«D. F. JordoR. 6ii. by Oin. •cloth 

^^0 pp. 16s. net. . 'X 

lOMMEBOAL^AEBSIKATlONS. Bf £. J. Parry, F.l.C., F.C.S 
An invaluable guide to business men who are ctUled upon to condnc 
^hitrations. In crown Svo. c{ptn gilt 8l. 6d. net. 

• ’ 

JOimSSfEAIi CONTRACTS. <^By th& same Author. A Guide for Busidha 
Men. In crown Svo. cloth. 200 pp.r 6i. net 

« 8 $ 

ns SHAREHOLDER’S MANUAL. By H. H. Basset. In ucownRvc 
dodi gUt, 140 pp. 8a. 6d. net ^ 

iSUB INVESTOR’S MANUAL. By W. W. Wall. In crown 8v<v cloth 
12i ^ Id. net. 

m STOCK EXCHANGE. ITS CONSTITUTION AND THE EFFEC^Ol 
THE GREAT WAR. By W. Hamilton Whyte, M.A. In crownTivc 

I do^. 114 pp. 8b. 6d. net. ^ 

SICdONARY.OF COMMERCIAL COlHlESPbNDENCE IN 8ETEN La 
GUAGES:^ ENGLISH, FRENCH, GERBIAN, SPaiSH, ITALUB 

1 EDRfUGUESE. AND ^SSIAN. In demy Svo. doth. 718 pp. 18 b. 64 

* net T1^ Emtion. 


A KAKDAI. OF DOPUCAFlNa METHODS. By W. Dbsborouok. Ii 
4^y Svo. clothf 90 pp.. illustrated. 8i. net 

iUSHIR& STATlSTiCS. THEIR PEEF^TION, ^MHLATIOIt AID 
PKBSENTATiq^. £(r R. W. HoiijSb. M.A.. M.Sc.. LL.D. In cioun 
Svo. doth. 93 8a. 61 net. 

dulls AND GRAPHS/* By^RL Q. Karstbh. B.A. (OsEoa). Sue 6 im 

by9ia..^5o&gilt,744 pp.^ # 

4 MANUAL d? CHARTING. Sise6iaiby*bliL.dothgilt. il6pp. 
mum mm desk b^x.* Containa^iiHoniffition on moat aii£i 

. nwataatfy loqiuirSd in business^ In crown Svo. doth. $L SL 
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HM^i»ooKs 

‘-* r- 

COin^oAnHHl&lES aid nocsilllfl BEBIES. In*«wh 0^1^ 

%band^lct in tfalp seriA a particAar product or industry is treaty by an 
expert wdter and pmctiAd man o£ business. witl#the UCe 

)iiltQc^ofthAplant« or other natuiM product, he foUowsits development 
until it becoi^ a comm*dal|ommodity, aid so (A through the various' 
phsA'^of iu sale in the market and its purchaA ov the^eonsuo^. 
* ndnstries are treatedAn a ^bul^ manner. £ach book it crofn |vo. 
Uiiistrated. *ll. nit Vdlumos already puilishc^n-^ • 


AcMf Mi AINIb 
AJmWII “ ^ 


Aivsteluii 


Electricity 
Cemiglrcc^ Eurtriog « « 

ExplesiTeg, olodcrn 
Film Induiify, The 
FtoUBg Iniwy, The 

f^iniitnre ^ 


Beet aal Shoe Isdutry 
Br^ Mahtog 
BnidBMkfaii 
Bate and €heese 
BaniB Industry, The 
Oupets . 
days ^ 

CMi Md WateheiC 
detlm Trades Indutry 
Oeri^ 

€eal Tar 

Gaeea 

Oetee 

Ce W j^raga and Ice 

Concrete and Beinlorced 
Generete 

sx. and Cordage* 
Beni Md Fibres 
Com IMe, The British 
Calton 

Cettei Snfaudag 
Indnstryt The 

in Cenmeree^ 
Indastrjr 


Fnrnitnre 
Fan 

Gas and Gas Haklng 

• Glass * 

Gloves and fbe Gllle 

Trade % 

Gold 

Gums and Beilns 
IneMdeseent Lighting 
Ink ^ 

Internal Gomhnstion En- 
gines ^ 

Iron and Steel 
Iroalonndlng 
Jute - ^ 

Knitted Falirics 
Lead • 

Lenker ^ 

Linen 

Meat 

Motor Boats 
Motor Industry, The 
Niekel f 

OU Power 
OUs % 

PainAMd Yarnlihet 
Paper ^ • 


Patent Fneis 

Perfnmery 

Petrolenm 

dMAber 

Salt 

SUk 

surer 

Soap 

SirUddM 

Stareh 
Straw Hats 
SuBor • 

Ten 

TelegrwAy, Telephe.,, 
and Wirelcas 
TextOe Bleachlan 
Timber • “ 

Tohaeeo ^ 

Velvet Md Coidniov 
WnUpaper * 
Weaving 
Wheat 

Wine and the Wfai 
TNde 
Woel « 




^ ISAAC PITMAN *AND SONS..!.'^ 
Parker StrcQit, Kin^Jpiwey, , lAii^^n, W.C.S 
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The ^Popular idonMy ^or the ^tmnees Mm 


L Appeals diActl^^to Trad-^ 

A TOTCAL APPRECIATIOH j/ ers, and above aS, to 
I T^ Sk u»McjLi0Hm^ Ltd % Directors, Secretaries, Ac- 
I ! countants and Managers. 

w^Sin. ^ I Leading features by 

^ endnent public men. 


f JUaforint are purchmed by 
lliwr’f SkipbuiUtni aaS Iron 
WU thm me circulated each 


j /Every contributor an au- 

* ^ Xl li... -X 


mliaffimei (k$ NtpoHsibu offteiau and thority upon his subit‘Ct. 

‘ *• tt* /«»-«.■. I gjygg valiMbW advice on 

\ tajcation, ftiancial and *, 

^ to wkkhmfmeribeland it aheayt eagerly admUllStratlVC problems, 

i illustrated articles on all , 
*e latet developments | 

pttMmMy ankamea itt valite. Ul buSinCSS enterprise, 

i osuccessful new ideas, j 
felRH.s«4'^sfa!t‘§-c.w.-<., ; ..sa les d evelopment, ad- j 
W * » Accountant. «verti8ing, pcrsomiel, ctc. 

Many well-known firms 

subscribe for. several 

. copies for the use of their 

^ executive officers. 

Yoi) cim have BUSINESS ORGANISATION posted 
to you regularly every mo^ for la^ per iimunip 
or order it ^rom your ncnugent, zs. znonthbr* 

. ** A profitaUe im^estment for my business mm.*'-— 
BriHsh Etefuni CautU, « 

” It Is ia^erj^Jrespect et capi^ production.*'— 

Afafi. ^ 

**Business Orgmusaiion is much the best o^j||he 
pulsations in diir cooftry devotod to quotums of mm* j' 
wiUht. * Ko pdlbti^terested in the m^cal problems^ 
of Ottftofti mmageme^ cm afford to miss it.**— Tjbs Coeod^, 
Skiff Jownai (Messrs. Rowntreo & Co^, Yoric) 

^ ; 

BmMamt bom the ppminkiw or FcmtoComiMm most be msds hy J 
^ ian^ FMAi iNTStbiAtioNAL uoNBY omm ^ 

.MdX • $ ' 'tl 

i A $mK ljW?'rMiy tktu, Paamt. WJUt . ■.* 


'wkn» w niTAm at tux nriuii sutn, mim 
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